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Mr. 3.4. Rams 


-says 
“Our National Class 31 Accounting 
Machine is certainly an improvement over our 
previous method of hand posting,” writes Mr. 
Ramsay. “It is faster and neater; however, the most 
outstanding feature is the accuracy with which the 
operation is performed. 


“The certified automatic method of proof maintains 
our members’ accounts in balance at all times and will save 
us countless hours of checking and rechecking.” 


YOU would like to render faster, neater and more accurate service to the members 
of your organization . . . to have their accounts in balance at all times . and at 
the same time, save your staff hours of work-—see your nearest National 
representative. He will gladly help you by studying your present methods 


and recommending a system—at an economic 
price-—exactly suited to YOUR needs. 


Nattonal 
THE NATIONAL CASH REGISTER COMPANY 
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Developing An Investment Policy 


Chartered accountants responsible for develop- 
ing an investment policy for corporation and 
institutional funds are invited to use the 
statistical and analytical services supplied by 
our organization. 

When investing personal funds, the same 
services are at vour disposal. 

An enquiry to any of our offices will bring 
prompt attention to your investment problems. 
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Accounting Efficiency 


depends greatly on accessibility of records. Their 
preservation from Fire and Theft can only be assured 
in a reliable safe or vault. 


Consult us as to the type of safe protection 
advisable for you or your client. 


J.é¢J. TAYLOR Limiteo 
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How 
ELECTRONIC 
Accounting 


us 


Working records that business requires. IBM’s combination of 


for 


By combining the flexibility of punched cards with the 
versatility of electronic tubes, IBM Accounting has de- 


veloped more speed .. . greater ability to do the com- 


plete accounting job. Now it turns out regular work 


faster . . . prepares reports, cecords, and analyses never 


Experience has shown thousands of businessmen 


before available . . . quickly and economically. 


that 


IBM Punched Card Accounting is the best way to pro- 
cess accounting data . . . to produce the day-to-day 


electronic accounting machines and punched cards brings 


petroleum, railroad, or any other. 


Business 





One of IBM’s electronic machines is 
Calculating Punch, pictured above. 


. . . better service and better products. 


the advantages of both to every industry, whether it be 
banking, brokerage, distribution, insurance, meat packing, 


Electronic 
continuous 
practical application of electronics to quantity-produced 
IBM machines is resulting in reduced costs to business 


INTERNATIONAL BUSINESS MACHINES 
COMPANY LIMITED 


Don Mills Road, Toroato, 6. 
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CHIEF ACCOUNTANT 


The B.C. Liquor Control Board, Vic- 
toria, requires a chief accountant. 
Salar): $458. - $533. per month, (in- 
itial salary contingent on qualifications). 
Duties: Under the direction of the 
chairman, to supervise the operation 
of the central accounting system of the 
Liquor Control Board; to advise the 
chairman with respect to accounting 
policy and procedures, and implement 
directives; to plan and develop new 
methods in accounting systems; to de- 
velop and supervise a work program in 
keeping with operational requirements; 
to provide the Board with financial 
information; to supervise and maintain 
adequate financial control in stores and 
warehouses involving audit control; re- 
lated duties as required. 

Qualifications: A recognized degree in 
accounting such as a chartered account- 
ant; thorough knowledge of practices 
and principles of business and govern- 
ment accounting; wide professional ac- 
counting experience preferable includ- 
ing experience in government account- 
ing; ability to plan and supervise large 
scale accounting operations, and to su- 
pervise accounting staffs. 

Written applications giving full details 
should be addressed to the Chairman, 
B.C. Liquor Control Board, Victoria, 
B.C., not later than April 30, 1952. 


RECENT GRADUATE WANTED 


Young C.A. interested in making pub- 
lic accounting a career, required to 
assist one other C.A. in supervising 


audit staff in Toronto. Duties include 
reviewing working papers and state- 
ments and advising on income taxes. 
Prospects excellent for partnership. 
Apply Box 235, The Canadian Char- 
tered Accountant, 10 Adelaide St. E., 
Toronto, Ont. 


POSITION WANTED 


Chartered accountant, age 33, seven 
years’ experience in public practice, 
desires position in industry. Box 230, 
The Canadian Chartered Accountant, 
10 Adelaide St. E., Toronto, Ont. 


PARTNERSHIP 
OR POSITION WANTED 


Chartered accountant with extensive 
public and industrial accounting ex- 
perience wishes to acquire a partner- 
ship or senior position with an estab- 
lished firm of chartered accountants. 
Should a partnership be arranged the 
advertiser is financially prepared to 
purchase his partner’s rights upon 
eventual retirement. Box 232, The 
Canadian Chartered Accountant, 10 
Adelaide St. E., Toronto, Ont. 


ACCOUNTANT 


Senior accountant wanted by Canadian 
public utility companies operating in 
South America. Knowledge of Spanish 
language preferred, but not essential. 
Apply in writing, giving full particu- 
lars, age, education, and past experi- 
ence to Box 233, The Canadian Chart- 
ered Accountant, 10 Adelaide St. E., 
Toronto, Ont. 
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and 


THE TAX REVIEW 
$5.00 a year 


10 Adelaide Street East 


Toronto Ontario 
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Everything to accelerate answers - and reduce costs! 


Buwuwughs Sensimatic 
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Operating Speed! 


Sensimatic design permits 
the operator to work as 
fast as she chooses. Each 
key and motor bar has a 
uniform, scientifically cor- 
rect pressure. Every con- 
trol is within easy sight, 
easy reach. 


Now there are three! 


Sensimatic 300 with 11 totals 
Sensimatic 200 with 5 totals 
Sensimatic 100 with 2 totals 


Accounting Machine 


work “ 
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W ersatility 


When a Burroughs Sensimatic comes into your 
business, your accounting work steps up to the 
swift tempo of today’s production pace. You get 
the facts that guide your operations on time all 
the time. You get more accounting done by fewer 
people ... with fewer machines, less overtime, less 
expense. And you get all this at a surprisingly low 
cost! Find out about the Burroughs Sensimatic for 
your office . . . talk Sensimatic with your Burroughs 
man today. Burroughs Adding Machine of Canada, 
Limited, Windsor, Ontario. 
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ASSISTANT PROFESSOR 
OF COMMERCE 


Applications are requested from char- 
tered accountants with a university de- 
gree for an assistant professorship at 
the School of Commerce, University of 
British Columbia. Duties will be the 
teaching of accounting and allied sub- 
jects, starting July 1, 1952. Please sub- 
mit full details concerning qualifica- 
tions and personal data to the Director, 
School of Commerce, University of 
British Columbia, Vancouver 8, B.C. 


CHARTERED 
ACCOUNTANT WANTED 


By progressive Toronto firm of char- 
tered accountants. Highest salary paid. 
Give full particulars of age, marital 
status, experience, etc. to Box 231, 
The Canadian Chartered Accountant, 
10 Adelaide St. E., Toronto, Ont. 
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MANUFACTURING COMPANY 
Located in Toronto, desires to obtain 
the services of a young man between 
the ages of 26 and 30 years, who is 
either a chartered accountant or has a 
Bachelor of Commerce degree. The 
position offers excellent prospects for 
advancement. Box 227, The Canadian 
Chartered Accountant, 10 Adelaide St. 
E., Toronto, Ont. 


ACCOUNTANT WANTED 
Large Toronto industrial organization 
has opening for young chartered ac- 
countant or person with equivalent 
accounting training. Some industrial 
experience helpful but not essential. 
Applicant will be given opportunity 
for advancement to responsible posi- 
tion. Box 226, The Canadian Charter- 
ed Accountant, 10 Adelaide St. E., Tor- 
onto, Ont. 


ALAN DIGNAN & ASSOCIATES 


Barristers and Solicitors 


Bloor Street & St. Clarens Avenue 


Toronto 4, Ont. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 


Barristers and Solicitors 


25 King Street West 


Toronto 1, Ont. 


HOLMESTED, SUTTON, HILL & KEMP 


Barristers and Solicitors 


Royal Bank Building, 2 King Street East 


Toronto 1, Ont. 


SMITH, RAE, GREER, SEDGWICK, WATSON & THOM 


Barristers and Solicitors 


50 King Street West 


Toronto 1, Ont. 
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CHARTERED ACCOUNTANT PRACTICE WANTED 


ee age 28, presently resi- | Chartered accountant with small prac- 

ent of Alberta, desires position with | tice in Montreal wishes to purchase an 

firm of chartered accountants located . : . ; 
accounting practice, either outright 


in the Vancouver area. Box 229, The h; aap 
Canadian Chartered Accountant, 10 | Putchase, partnership, or agreement for 
Adelaide St. E., Toronto, Ont. succession. Box 228, The Canadian 


Chartered Accountant, 10 Adelaide St. 
E., Toronto, Ont. 


_ wr mre a a Sl le 


POSITION WANTED 
An experienced practising accountant, 
- Fellow of the Society of Incorporated PRACTICE WANTED 
Accountants, England, and t ssp Chartered accountant wishes to pur- 
of Commerce (Honours) of London | chase accounting practice. Partnership 
University, desires to emigrate to Can- ‘ : 
ada. Interested in either professional | ° agreement for succession will be 
s P considered. Box 225, The Canadian 


; or commercial propositions. Full par- : 
| ticulars from A. Beedle, Isca, Belvedere Chartered Accountant, 10 Adelaide St. 


Gardens, Tettenhall, England. E., Toronto, Ont. 
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Security Valuations... 


Chartered accountants and company executives 
requiring valuations of, or information on investment. 
securities, are invited to communicate with us. 

Any of our offices will give prompt attention to 


such requests. 


A. E. Ames & Co. 


Limited 
Investment Dealers—Business Established 1889 


TORONTO MONTREAL WINNIPEG VANCOUVER VICTORIA LONDON OTTAWA 
HAMILTON KITCHENER OWEN SOUND ST. CATHARINES QUEBEC 
NEW YORK BOSTON LONDON, ENG. 


STEWART, SMITH, MACKEEN, COVERT, ROGERS, 
SPERRY & COWAN 


Barristers and Solicitors 


Roy Building - : - - - Halifax, N.S. 


GOWLING, MacTAVISH, OSBORNE & HENDERSON 
Barristers and Solicitors 


88 Metcalfe Street - . - Ottawa 4, Ont. 
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Barristers and Solicitors 
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Barristers and Solicitors 


Bank of Canada Building - . - Montreal 1, Que. 
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COMMENT AND OPINION 


Hail and Farewell 
IHOUGH more than two months 
have elapsed since the lamented 

death of our late King George VI there 
has been no earlier opportunity to add 
our expressions of sorrow to those which 
were uttered so spontaneously by the 
people of Canada and of the Common- 
wealth. He was a King who truly de- 
voted himself to the service of his peo- 
ples, and they in turn will ever remain 
devoted to his memory. 

To the young Queen, so recently 
among us, we join with all Canadians 
in offering our heartfelt loyalty. Her 
late father was the first reigning monarch 
to visit Canada during the course of his 
reign. Her Majesty Elizabeth II can 
be assured of a most loyal and enthusias- 
tic welcome when, in due course, she 
follows the precedent then established. 
May it be soon. 


The Accountant 
and the Tax Department 

OW often has the accountant, in his 

capacity as tax adviser, heard from 
his client the plaintive cry: “Who are 
you acting for? Me or the Tax Depart- 
ment?’’ That the immediate prospect of 
paying a greater or lesser amount to the 
public coffers is apt to produce a bias to- 
wards the lesser amount in the mind of 
the person called on to pay is not hard 
to understand. And human nature being 
what it is, one faced with such a pros- 
pect usually has no difficulty in persuad- 
ing himself that justice is on his side. 
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What the accountant’s answer must 
be to that poignant question it is hardly 
necessary to say in this journal. It is 
regrettable but true that the taxpayer's 
views on the amount of tax which he 
ought to pay are usually given rather 
short shrift by the tax collectors. 


When an accountant is obliged to ad- 
vise that the tax payable is greater than 
the amount to which the client has at- 
tached himself he is, of course, acting 
solely in the interests of his client, even 
though an incidental consequence of the 
advice is to increase the revenue, but only 
a little earlier than it otherwise would — 
and without the imposition of penalties: 
perhaps also, without the bitterness that 
an unexpected demand usually brings 
forth. 


Someone said the other day that 
chartered accountants appear to act as 
much in the interest of the Tax Depart- 
ment as in that of their clients. That, 
we think, is true, and it is a fine tribute 
to the accounting profession. 


Spring Song 

S° April’s here! April, month of 

showers, gentle breezes, and tax re- 
turns. April, when hockey ends but 
baseball begins, when the fairways and 
the greens, though a little soggy still, 
fairly beg the tread of cleated shoes, 
when tennis courts, shabby and woebe- 
gone from winter's wear, resume their 
seasonal perfection, when the dinghy is 
taken off its stand and, recaulked and 
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varnished, feels the lap of water on its 
. what ye m’call it. 

We could go on a lot longer with that 
sort of thing, but actually this piece is 
being written not in April, not even in 
March, but in February, and it’s a little 
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dificult when writing about April in 
February to keep the imagination func- 
tioning in full vigour for very long. 
Nevertheless, tonight we're getting out 
our golf clubs to start working on last 
year’s slice. 


Research Bulletin No. 8 
“DEFERRED” DEPRECIATION 


Bulletin No. 8 of the Committee on Accounting and 
Auditing Research of The Canadian Institute of Chartered 
Accountants, issued March 1952 





HE Income Tax Act, 1948, c. 52, 
and Part XI of the Income Tax 
Regulations substituted, for tax purposes, 
a new system of capital cost allowances 
for the depreciation allowances formerly 
permitted under the Income War Tax 
Act. By subsequent amendments, cap- 
ital cost allowances were deferred for 
four years in respect of depreciable 
property acquired after April 10, 1951 
with some exceptions. 

It cannot be too strongly emphasized 
that capital cost allowances are a tax 
measure which permit a taxpayer to de- 
duct from income, over a period of years, 
amounts expended on the acquisition of 
depreciable fixed assets. In many cases 
the capital cost allowances for any year 


may be equal to, or at least not material- 
ly different from, the provision for de- 
preciation reflected in the taxpayer's 
books. Nevertheless, the two are dis- 
tinct and the amount of capital cost al- 
lowance may, in some cases, be more, 
and in other cases less, than a proper 
provision for depreciation. 


Conclusion 
It follows that in a taxpayer's accounts 
and financial statements the charge for 
depreciation to be included in computing 
the profit for any year should be deter- 
mined having regard to accepted ac- 
counting practices, even though capital 
cost allowances may be deferred under 

the income tax regulations. 
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The Client, and the Revenue 


By Cecil A. Newport, F.A.C.C.A., F.T.I.1. 


A British accountant discusses the 
responsibility of the accountant to his client and to the Revenue 





HORTLY after the matter of the sub- 
ject for this paper had finally been 
settled, a statement, which has received 
some notice in professional quarters, ap- 
peared which should provide it with 
some additional timeliness. I refer to 
that recently made by Mr. Douglas 
Houghton, M.P., which may be quoted in 
full: 

It is high time that the accountancy pro- 
fession — which has a vested interest in 
taxation — accepted a rigid code of pro- 
fessional integrity and public responsibility. 
It would also be a good thing if they 
would remove doubts concerning their pro- 
fessional standards. Accountants should 
neither deceive nor allow themselves to be 
deceived: they should never sign accounts 
for income tax purposes which they would 
not themselves accept if they were in the 
place of the inspector. If accountants are 
not there to safeguard the Revenue as well 
as to serve their clients honestly and fear- 
lessly, they must expect to be regarded 
with suspicion, and even as aiders and 
abettors. 

This tendentious diatribe lays its 
author open to scathing retort. Resist- 
ing that temptation, one may well put 
some questions regarding a number of 
his remarks. In what way is the pro- 


fession’s code of integrity and public re- 
sponsibility — whatever that may imply 
— insufficiently rigid? What are the 
doubts concerning its professional stand- 
ards that require removal? What evi- 
dence is there that accountants set them- 
selves out to deceive, or that “black 
sheep” who do so are not appropriately 
dealt with? In what way ought an ac- 
countant to safeguard himself so that the 
most ingenious and cunning manipula- 
ors cannot possibly succeed in deceiving 
him? What is meant by “safeguarding” 
the Revenue? Beyond ensuring that he 
does not induce the officials to accept as 
true what he knows, ought to discover, or, 
being in no position to discover, suspects 
to be false, what duty has he to the 
Revenue? To anyone familiar with the 
facts, the answers to these questions are 
clear; not one of them gives the slightest 
support for the innuendoes in the state- 
ment. 


Accountant’s Duty to Client 


We accept without reserve the state- 
ment that the accountant should serve 
his clients honestly and fearlessly. In so 
far as he does so he gives the Revenue — 
without reward except that attaching to 


An address to the annual conference of the Association of Certified and Corporate Accountants, 
Buxton, England, June 25, 1951 
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a good reputation — the fullest service 
that can properly be demanded of him. 
This must be so, as otherwise his service 
to his client would be neither honest nor 
fearless. Likewise, if he does so, there is 
no ground for regarding him with sus- 
picion, much less for accusing him of 
being an aider or abettor of supposed 
misdemeanours on the client's part. In 
short, we deny and repudiate these im- 
plied accusations as being themselves de- 
void of that integrity which we would 
wish to see in the critic who places so 
great an emphasis on honesty as well as 
on fearlessness. 


Proceeding to the consideration of our 
subject in greater detail, the first proposi- 
tion which we require to keep in mind 
is, surely, that our responsibility is first 
and foremost, and, indeed, all the time, 
to the client. That responsibility may re- 
quire us, on occasion, to refuse to comply 
with his suggestions or requests; it is 
difficult to conceive of any circumstances 
in which it can permit us to do some- 
thing which he objects to having done. 
If a situation arises in which our client's 
prohibition conflicts with what we re- 
gard as the proper fulfilment of our re- 
sponsibilities, we must, if he persists, 
withdraw from the scene; but so long as 
we remain at his service, we are bound to 
respect his commands in this respect. (It 
should scarcely be necessary to interpose 
here that, in the case of a company or 
similar body, it is the members and not 
the board who are our clients. Our duty 
to the former may require us to act in 
direct opposition to the known wishes of 
the latter. Where, however, it is rea- 
sonably clear that the case is one where 
the interests of the directors and those 
of the members are not in conflict, we 
must, it is suggested, assume that the re- 
quests of the one, whether positive or 
negative, are in accordance with the 
wishes of the other, and our conduct 
should be determined accordingly.) 


Legal Responsibility to Outside World 

It appears now to be reasonably clear 
that our responsibility to the outside 
world is definitely limited. This, with 
certain reservations, is almost certainly 
true in law. We have no liability to 
third persons in contract where the only 
contract is clearly that between us and 
the client. Nor apparently are we, 
normally, liable in tort — see the recent 
case of Candler v. Crane, Christmas & 
Co. [1951] W.N. 113; 1 T.L.R. 371; 95 
S.J. 171; 1 All E.R. 426, — where a firm 
of accountants was held by a majority 
in the Court of Appeal not to be liable 
for negligence when an investor lost 
money as a result of relying upon ac- 
counts which were defective and defi- 
cient. 


Exceptions 

There are, however, one or two situa- 
tions in which our responsibility does, in 
law, extend beyond that to our client 
alone and may even require us to do 
some act which he may regard as hostile 
to his interests. The most important of 
these appears to be, on the one hand, 
the statutory responsibility attaching to 
statements in certain documents, of which 
the outstanding example is, probably, 
that of statements in a company pros- 
pectus — see Companies Act, 1948, s. 
40 (3) and 43 (1). On the other hand, 
there is the situation which may arise in 
the somewhat exceptional case where an 
accountant is called as a witness in an 
action at law or a trial and is required 
to answer questions allowed to be put to 
him by the Court. There is another type 
of situation meriting notice here, name- 
ly, that where the accountant has ex- 
press or implied authority to disclose 
particulars relative to a client's affairs — 
for example, in correspondence or at in- 
terviews with an inspector of taxes. In 
such circumstances he is, it is suggested, 
acting as the client’s representative 
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or agent; to the extent of his authority 
to disclose, etc., he is relieved of such 
obligations to his client as are inconsis- 
tent with that authority, and he may con- 
ceivably be liable in tort if a third party 
directly involved is damaged as a result 
of negligence or deceit on his part. 
(There are, of course, quite different 
considerations where an accountant acts 
in the capacity of, say, a liquidator, but 
we are not here concerned with situations 


of that type.) 


Accountant’s Moral Duty 


Apart from any legal obligations, how- 
ever, most accountants and, quite definite- 
ly, the responsible professional authori- 
ties, accept that they have a moral duty 
to third parties, and no accountant could 
view complacently any circumstances in 
which his duty to his client appeared to 
involve him in something equivalent to 
the hoodwinking of outsiders. 

Here we are brought back to the point 
made earlier, namely, that honest and 
fearless service of our clients is inherent- 
ly inconsistent with an attitude of in- 
difference to the wider results of our 
actions. Our proper attitude is, there- 
fore, to advise the client contemplating 
a course of conduct of which we disap- 
prove and which will necessarily involve 
us in one way or another that, if we are 
to do the job at all, we must do it prop- 
erly, and that doing it properly means 
having due regard to the significance of 
the matters of which we disapprove. That 
is not, of course, to say that there may 
not quite frequently be circumstances in 
which our work can be carried out prop- 
erly and our duty accordingly performed 
up to the hilt where, nevertheless, the re- 
sult of our labours may be applied by 
the client in some way which is not above 
board. While, if we know, or strongly 
suspect, that that will be the position, 
we may well use what influence we pos- 
sess to prevent its coming to pass and 
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possibly so present our accounts or re- 
port as to make them difficult of suc- 
cessful misapplication, it is not easy to 
see how we can go any further than that 
in circumstances of this nature. 


Nature of Contract 

Between Accountant and Client 

At this point it may be useful to make 
some enquiry into the precise nature of 
the contract between the accountant and 
his client. From the nature of the case, 
we are here concerned with the practis- 
ing accountant and not with those who 
have positions usually described as 
salaried appointments, whether full-time 
or part-time. In the case of most of the 
“learned” professions, such as those of 
medicine and law, it is unusual for there 
to be any written or express contract be- 
tween the practitioner and his patients 
or clients, and a similar state of affairs 
operates in the case of our own mem- 
bers, although there are probably a larger 
number of exceptions in this profession. 
It is possible that there may be some 
trace of professional dignity involved; if 
so, one can, it is suggested, but deplore 
that so honourable a term should be de- 
graded by being called in aid of what can 
be little more than professional snobbery. 
On the other hand, it is probably more 
correct to ascribe the position to the 
characteristics of our service which, in 
some respects at any rate, rivals that of 
the other professions mentioned in that 
it tends to be what, for want of a better 
word, may be described as amorphous. 


One may be allowed to doubt, how- 
ever, whether this characteristic is either 
as universal or as intractable as a super- 
ficial consideration of the matter might 
suggest. It should be possible to indicate 
with reasonable accuracy and conciseness 
what duties we undertake for a client 
and, where that is so, such an indication 
should go a long way towards removing 
possible dispute, with its own possi- 
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bilities of more or less serious damage, 
arising subsequently. There are, no 
doubt, certain difficulties in making the 
matter one of precise contract. Two of 
these may be mentioned, one general and 
the other special. 


Client’s “Tax Affairs” 

In the first place, if we assume that it 
is a suggested term of a proposed con- 
tract that the accountant shall ‘‘look after 
the client’s tax affairs’, we are im- 
mediately confronted with the question 
as to what precisely those affairs are and 
what is to be read into the agreement to 
“look after’ them. If it is suggested 
that some better phraseology could be 
used, the reply is that, while other words 
might appear to be more dignified, they 
do not thereby become more helpful in 
this regard. We shall consider some of 
the points involved in this question a 
little later. 


Auditor and Adviser of Company 

In the second place, we havé the 
anomalous position of the auditor to a 
limited company or similar body. There 
appears to be no room for questioning 
the proposition that a person holding 
such an appointment is virtually debarred 
from serving the company concerned in 
any other capacity. While sec. 161 (2) 
of the Companies Act, 1948, may not 
specifically so provide, the intention 
would appear to be to require such com- 
plete independence on the part of the 
auditor as to exclude him from acting in 
any capacity analogous to that of a “ser- 
vant” of the company. In other words, 
any contractual relationship with the 
company other than that of its auditor 
would, as regards the person so appoint- 
ed, be at variance with the spirit, if not 
with the letter of the enactment. In many 
cases this difficulty is overcome by hav- 
ing one member of a firm appointed 
auditor, while another does the “odd 
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jobs”, separate payment being made ac- 
cordingly in respect of the individual 
duties performed, although this does not 
appear to be an entirely satisfactory 
solution. In the case of small companies 
and firms of accountants, or practitioners 
acting sole, the tax work is done as a sort 
of make-weight to the audit, the one fee 
covering all services. 


This position is also far from satis- 
factory. If the assumptions made as to 
the legal position are correct, it appears 
to be clear that there can be no contract 
to cover such work, although the auditor 
attends to it in fact. Two detailed 
points resultantly arise. Firstly, what is 
his responsibility if his service is de- 
fective, negligent or otherwise open to 
objection? In theory, apparently, he is 
under no obligation to do it and is sup- 
posed not to be doing it. Can he be 
subject to a liability similar to that of an 
executor de son tort? It is hardly pos- 
sible to believe that that can be the posi- 
tion. The main question is one upon 
which most authorities would, one 
imagines, be reluctant to pronounce any 
verdict. Secondly, how far may his com- 
mitments as tax adviser prejudice his un- 
hampered conduct of his duties as 
auditor ? 


At first glance one might suppose that 
there should be no inherent difficulty in 
this regard, but the position may not be 
as free from doubt as such a supposition 
suggests. While it may be a matter of 
some difficulty to pin-point situations 
where there will be a conflict of loyalties 
as between, say, the practitioner's reputa- 
tion as a sound and dependable counsel- 
lor on the one hand and his duties as 
watchdog on the other, experience tends 
to indicate that occasions do arise where 
advice given in one capacity may colour 
the attitude taken in the other. If, for 
example, an accountant finds that de- 
velopments tend to indicate that the pro- 
phetic approach adopted, say, in April 
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may not, but probably will, prove to have 
been too optimistic or too pessimistic 
when the position crystallizes in due 
course, is he likely to be entirely devoid 
of prejudice in the following February 
when he has to form an opinion, in the 
light of the then-known probabilities, 
on the reasonableness or otherwise of cer- 
tain reserves to be inserted in the ac- 
counts and balance sheet which he has 
then to deal with as auditor? We must 
hope not, but we are scarcely justified in 
assuming that his decision will not prove 
a matter of some delicacy for him to 
reach. 

To return to our main thesis: it is sug- 
gested (i) that the positions of auditor 
and adviser should, so far as possible, 
be clearly distinguished, and (ii) that, 
where tax, or other additional work out- 
side accounting duties, is undertaken, the 
precise scope of that work should, if at 
all possible, be (a) included in the terms 
of the contract, and (4) made the sub- 
ject of a separate and specific charge. 


Advising on Taxes 


We now come to the question of pre- 
cisely what duties are to be included in 
what is commonly referred to as “tax 
work”. There is here a distinction which 
may be drawn between what may be 
described respectively as “disinterested” 
and “interested” work. (The terms are 
my own.) 

“Disinterested work’’ may be defined 
as the carrying out of duties which in- 
volve little more than the application of 
the machinery provisions of the taxation 
statutes and which do not, in theory at 
any rate, require anything beyond the 
application of more or less routine quali- 
fications. These include such matters as 
the working out of computations, the 
filling-in of forms and notices, the agree- 
ment of liability and attention to every- 
day correspondence with the Revenue 
and the client on tax matters. It is 
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normally within the category of pure tax 
work, such as could be entrusted to a 
properly trained clerk, with a minimum 
of supervision. In other words, it does 
not involve the individual concerned in 
making any significant decisions. 


The other type of service is very dif- 
ferent. There are some — presumably 
the critic quoted earlier among them — 
who would propose that the accountant 
should be a mere convenience to both 
client and Revenue, acting as a dispas- 
sionate and entirely disinterested bridge 
between the one and the other. Most of 
us know that clients usually think other- 
wise. They are keenly aware that there 
is scarcely a policy which they may pur- 
sue, or action which they may take, which 
may not have significance, and sometimes 
overwhelming significance, from the 
taxation angle. They are not themselves 
in a position to judge the possibilities in 
this regard and they depend upon their 
accountant to advise them with, if neces- 
sary, the more expert assistance that may 
be obtainable from still more specializing 
practitioners. They go further, and ex- 
pect the accountant to give them due 
warning — an expression which may 
cover a multitude of intangibles — with- 
out being specifically asked for advice on 
individual items as they arise. Is there 
any valid reason why accountants should 
refrain from rendering such a service to 
their clients? We think not. 


Rights of Taxpayer 

The subject is entitled to make him- 
self aware, so far as he can, of what the 
tax position and possibilities are. He is, 
indeed, presumed to know the law. Hav- 
ing become possessed of that knowledge, 
he is no less entitled to act in the light 
of it and therefore, either through his 
accountant or otherwise, to discover — 
if the metaphor may be extended — the 
colour and intensity of that light as it is 
directed to the situation in which he is 
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placed, or likely to be placed. There 
is ample judicial authority for this 
proposition. We may quote from one or 
two opinions delivered in the Courts, 
eommencing with the sly remark of Mr. 
Justice Rowlatt, in Seaham Harbour Dock 
Co. v. Crook, 16 T.C. 333: 

Apparently this part of the country is 
inhabited by persons so unsophisticated 
that they enter into transactions without 
thinking of the Income Tax Acts, whereas 
everybody who does anything ought to 
think: “How are the Income Tax Acts 
going to affect, or will they affect at all, 
this transaction which I am entering into?” 
Then there is the famous dictum of 

Lord Clyde in the case of Ayrshire Pull- 
man Motor Services v. Commissioners of 
Inland Revenue, 14 T.C. 754: 

No man in this country is under the 
smallest obligation, moral or other, so to 
arrange his legal relations to his business 
or to his property as to enable the Inland 
Revenue to put the largest possible shovel 
into his stores. The Inland Revenue is not 
slow — and quite rightly — to take every 
advantage which is open to it under the 
taxing statutes for the purpose of deplet- 
ing the taxpayer’s pocket. And the tax- 
payer is in like manner entitled to be 
astute to prevent, so far as he honestly 
can, the depletion of his means by the 
Revenue. 

In Bullivant v. Attorney-General for 
Victoria [1901] A.C. 196, Lord Hals- 
bury said: 

People are not bound to continue in the 
same condition of things, either as regards 
their direct or indirect taxation, which will 
render either the consumption of articles 
in the one case, or the property they have 
in the other, always liable to tax. 

Lord Sumner, in Commissioners of In- 
land Revenue v. Fisher's Executors, 10 
T.C. 302, gave his opinion as follows: 

The highest authorities have always re- 
cognized that the subject is entitled so to 
arrange his affairs as not to attract taxes 
enforced by the Crown so far as he can 
legitimately do so within the law. 


The same authority put the position in 
the later case of Levene v. Commissioners 
of Inland Revenue, 13 T.C. 486, in the 
following way: 

It is trite law that His Majesty's sub- 
jects are free, if they can, to make their 
own afrangements so that their cases may 
fall outside the scope of the Taxing Acts. 
They incur no legal penalties and, strict- 
ly speaking, no moral censure, if having 
considered the lines drawn by the Legis- 
lature for the imposition of taxes, they 
make it their business to walk outside 
them. 

The recital might be extended con- 
siderably. It will be sufficient if men- 
tion is made of one further dictum, 
namely, that of Lord Justice Romer in 
the case of Dewar v. Commissioners of 
Inland Revenue, 19 T.C. 561, when he 
said: 

No one owes a duty to the State to 
maintain his assessment for sur-tax at the 
highest possible figure. If a subject thinks 
proper so to do, he assuredly may get rid 
of an income-bearing security for the pur- 
poses of avoiding the addition of the in- 
come from the security to his assessment 
for sur-tax purposes. That is admitted. 


Tax Avoidance Enactment 


It may not be regarded, I trust, as 
improper if the significance of these pro- 
nouncements is emphasized by the rela- 
tion of an incident within my personal 
experience. Section 35 of the Finance 
Act, 1941, enacted in effect, that where 
transactions had been entered upon with 
“the avoidance or reduction of liability 
to the excess profits tax” as their “main 
purpose”, the Revenue could take suit- 
able steps to countervail their effect in 
this direction. (By sec. 33 of the 
Finance Act, 1944, the rights of the 
Revenue were extended to cases where 
such consequences were (i) among the 
main purposes of the transactions con- 
cerned, or (ii) in certain types of case, 
were the main benefit that might be ex- 
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pected to ensue from them, even where 
that benefit was not the main purpose 
or one of the main purposes. The case 
with which we are now concerned came 
solely within the limits of the unextend- 
ed enactment.) 

These provisions, which may be refer- 
red to as being of the “intention” type, 
are somewhat exceptional and have, as 
one of their characteristics, the abnormal 
feature that they necessarily involve a cer- 
tain onus of proof upon the Revenue if 
they are to be applied in cases where the 
alleged intentions or objects are denied 
by the subject. 

The salient facts in the particular case 
here under consideration were that an 
individual decided, without, it was al- 
leged, any ideas as to the consequences 
from a taxation point of view, to have a 
company formed to take over an under- 
taking with which he was concerned. He 
contacted his accountant to proceed with 
the necessary preliminaries; the company 
was incorporated in due course and the 
business taken over. In the result, the 
excess profits tax liability in respect of 
the profits from the business was very 
considerably less than it would undoubt- 
edly have been if the undertaking had 
remained in the direct ownership of the 
gentleman concerned. The Revenue 
sought to apply the provisions of sec. 35 
of the 1941 Act and the taxpayer ap- 
pealed to the Special Commissioners, 
claiming that there had been no thought 
of avoiding or reducing liability to the 
tax, so that such avoidance or reduction 
could not possibly have been the main 
object of the transactions in question. 


Revenue’s Disbelief 
of Taxpayer’s Innocence 
The Revenue, quite properly, sought to 
establish its case by propounding the 
view that the suggestion that a taxpayer, 
acting through a qualified accountant, 
could have been ignorant of the almost 
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inevitable consequences of his actions in 
the direction indicated was one which 
was quite incredible. When the account- 
ant, in evidence, insisted that he had not 
mentioned the matter of the taxation 
probabilities to the client, the Com- 
missioners expressed the gravest doubts 
as to such a state of affairs being possible. 
It was put to him that, by so submitting, 
he was admitting the gravest professional 
incompetence or neglect of his client’s in- 
terests — although, if his submission 
proved acceptable, he would have been 
proved to have served those interests far 
better than he would have done by not 
being negligent, such being the anomalies 
to which taxing enactments give rise. 

The explanation put forward on be- 
half of the appellant was that he had 
given his instructions on the telephone; 
the accountant had been engaged on 
other important matters at the time; he 
had accordingly passed on the client's 
requests to a clerk who was in no sense 
a tax man; the latter had carried out the 
formalities without supervision, being 
quite competent to do so; and it was not 
until well after the whole of the arrange- 
ments had been carried through that the 
accountant gave any personal attention to 
the position. That was the evidence; it 
was not broken down in cross-examina- 
tion; the Commissioners were satisfied as 
to its honesty and correctness; and the 
fortunate taxpayer consequently escaped 
liability until the 1944 Act came into 
force as regards the position in subse- 
quent periods. For the intervening peri- 
ods he was saved. 


Accountant as Mentor 

This incident has been recited at some 
length, because it appears to provide 
some authority for the proposition that 
the accountant is to be regarded as being 
not merely not precluded from advising 
his clients regarding the taxation posi- 
tion, but even under an obligation so to 
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do, even to the extent of pointing out the 
benefits which some particular course of 
conduct may have in the way of what is 
sometimes described as “legal evasion” 
of taxes. It may be suggested that this 
position arises only where he acts, not 
qua accountant, but in some other capaci- 
ty, in this case that of company in- 
corporator; but it would, it is suggested, 
be wiser not to rely upon such a limita- 
tion as that distinction might involve. 


If one admits, as one appears almost 
bound to admit, the proposition that the 
accountant should be the client’s mentor, 
or possibly his tutor, in taxation matters, 
the question of the extent of the ex- 
pertise that he must be expected to pro- 
vide is obviously one of degree. In other 
words, what degree of competence and 
knowledgeability is reasonable? His 
client relies upon him as an expert; he, 
on the other hand, all too frequently 
feels that his knowledge is little more 
than superficial. It is true that, in in- 
volved or awkward cases, he can usually 
turn, or advise his client to allow him to 
refer the points at issue, to someone 
having more specialized knowledge. But 
that is scarcely sufficient to ensure him 
adequate protection if he is really re- 
quired to provide proper advice in ad- 
vance of the facts. It is submitted that, 
unless he holds himself out to be some- 
thing of an expert in the more definite 
sense, it is sufficient if he is familiar with 
the common mechanics of the subject and 
with the type of “snag” which is general- 
ly known to crop up with some degree 
of frequency. It is, however, submitted 
further that he should take proper steps 
to see that his clients are given no 
ground for assuming that he holds him- 
self out as, so to speak, knowing every- 
thing that is worth knowing regarding 
taxation matters, that he is a walking 
encyclopaedia on all such matters, or 
that he may be relied upon to bring to 
notice all possible means of limiting 
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liability to tax. Experience suggests that 
insufficient precautions are normally 
taken to ensure this proper realization of 
the limited service which he is capable 
of providing. Nowadays the accountant 
appears to be expected to be familiar 
with the intricacies of purchase tax, town 
planning and a hundred and one other 
more or less extraneous subjects, and 
there is real danger that he may inad- 
vertently allow himself to be relied upon 
as an expert adviser on all of them. This 
cannot be justified. 


Accountant on Tax Appeal 


A very brief word may be interposed 
at this juncture regarding the position 
of the accountant representing his 
clients at appeals before the Commission- 
ers of income tax. To enter into the 
considerations which apply to an indi- 
vidual performing the duties of an ad- 
vocate is thought to be outside the scope 
of the present paper. In that position, 
such an individual largely ceases to act 
as an accountant in any proper sense of 
the term. The duty is one which has its 
own very specialized and in some ways 
peculiar features, which normally te- 
quire, for their successful application or 
surmounting, equally specialized and 
peculiar qualities and gifts. These latter 
involve the exercise of intellectual func- 
tions of a character involving a very dif- 
ferent type of training and experience 
from that with which the accountant is 
usually familiar. In the result, it appears 
to be reasonably correct to say that, with 
occasional exceptions, accountants do not 
make more than mediocre performances 
when they assume such tasks. On the 
other hand, experience indicates that they 
are usually excellent witnesses. In con- 
sequence, it would seem to be sound to 
suggest that they will usually serve their 
clients’ interests best by appearing, if 
they appear at all, in the latter rather 
than in the former capacity. 
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In small cases before local tribunals it 
is not unknown for practitioners to as- 
sume the dual role, but a personal 
opinion is that this practice is, even 
where allowed by the Commissioners, one 
which it is in most instances undesirable 
to follow. It would appear not to be 
allowed, except possibly in very excep- 
tional cases in which circumstances may 
justify a departure from normal pro- 
cedure, by the Special Commissioners in 
cases coming before them. Beyond mak- 
ing these somewhat negative suggestions, 
it is probably undesirable and unnecessary 
to go into this phase of our enquiries. 


Accountant vis-a-vis the Revenue 


We come now to the considerations of 
the position of the practitioner vis-a-vis 
the Revenue. Our examination of this 
subject need not be too prolonged since 
much of what might be said is, or should 
be, already clear by implication from 
what has been said regarding his duties 
to his clients. His duty to the one is, as 
has previously been suggested, little more 
than the counterpart of his duty, his 
prime duty, to the other. He is, in effect, 
the agent or representative of the client 
when dealing with the inspector of taxes 
or other officials of the Department. 
With certain, quite limited, exceptions, 
therefore, it can be submitted that his 
duties are no greater than those of the 
client himself. In so far as the ultimate 
liability and responsibility is that of the 
taxpayer himself, the accountant’s obliga- 
tions are to that extent the lesser of the 
two. In the cases of Drayson & Sons V. 
Yallop and Hoare v. Bruce, 14 T.C. 449, 
it was held that a taxpayer was not bound 
by action taken on his behalf by his ac- 
countant where the latter had not been 
given a general authority to so bind him. 
These decisions appear to have been su- 
perseded to some extent, where agree- 
ments under sec. 51 of the Finance Act, 
1949, are reached between the Revenue 
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and “a person acting on behalf of the 
appeilant or claimant in relation to the 
appeal or claim” (sub-sec. (6) ), but they 
otherwise still apply and import a limita- 
tion to the authority which may be as- 
sumed by the accountant apart from that 
specifically granted by the client. 


Accurate Presentation of Facts 


It would seem, therefore, that the ac- 
countant, in negotiating with the Revenue, 
has a duty to see that the facts as he 
understands them are accurately presented 
or disclosed. If he is not permitted to 
act on the assumption that he is author- 
ized so to do, he should refuse to nego- 
tiate at all. If he has reason to suspect 
that relevant facts are being concealed, 
his position may become one of no little 
difficulty and delicacy. He must not, 
surely, proceed on the assumption that 
since what he does not know — and, 
possibly, would rather not know — he 
cannot disclose, he can continue dealing 
with the Revenue with a light heart and 
a clear conscience, giving the impression 
that everything is above board. On the 
other hand, what right can he possibly 
have of planting suspicion which may 
be unjustified, which he is probably 
not in a position to crystallize, and 
which is, in any event, likely to be 
damaging to his client, in the mind 
of the inspector? One can only say that 
he ought to use every art of persuasion 
which he can legitimately employ to in- 
duce the client to be candid and that, 
having done that, his precise future con- 
duct must be more than usually cautious 
and must depend ultimately upon the de- 
gree to which his uncertainties appear to 
be supported or resolved by whatever the 
progress of the case reveals to him, and 
upon his own judgment and sense of the 
fitness of things. When the circum- 
stances, if ever, bring matters to a climax, 
his only alternatives appear to be to have 
the matter thrashed out with the client; 
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or — and in any event if the result is to 
place him in an impossible position — 
he must withdraw from the case. In no 
circumstances may he prejudice the client 
by unilateral action. If he feels that he 
has in any way prejudiced himself, his 
proper course would seem to be to seek 
other advice, either from his lawyer, from 
some other practitioner whom he can 
trust or from his professional council. 


Accountant as 
Agent of the Revenue 


We come, now, to the reverse side of 
the picture, namely, the position which 
may develop where the accountant is, as 
it were, required to act as the agent of 
the Revenue in dealing with the taxpayer. 
It is not unknown for some officials to 
attempt to use the accountant to enforce 
the adoption by a client of some pro- 
cedure or other action which the latter 
is reluctant to adopt or take. In these 
circumstances, the accountant should take 
a clear view of what he should and what 
he should not do. He can show the 
client the intention behind the ‘‘advice’’; 
he can point out both its advantages and 
its disadvantages; he can indicate the pos- 
sible consequences of refusal to accept 
it; and he may suggest means by which 
it may be made less inconvenient or ex- 
pensive or as the case may be. Beyond 
that he should not attempt to go. No 
accountant can regard with complacency 
the question: “Who are you working for 
— me, or those ruddy fellows in the 
High Street?” More often than not, it 
is his own fault if he is sometimes con- 
fronted with it. 

However much the practitioner may 
value the confidence and goodwill of his 
local inspector, he should never permit 
himself to be jostled into a position 
where he comes to be regarded by the 
client as little more than the “stooge” of 
the Revenue. Cases do, of course, occur 
in which the taxpayer has, by his own 
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default, placed himself more or less at 
the mercy of the officials at the tax office 
and, in such circumstances, he will usual- 
ly be amenable to the accountant impos- 
ing upon him what would previously 
have been regarded as an impertinent at- 
tempt at discipline, realizing that it is 
very much for his own good notwith- 
standing that the accountant is clearly 
little more than the kid glove screening 
the Revenue hand. But other cases are 
not unknown where the practitioner, on 
his own initiative or at the express or 
implied demands of the Revenue, has 
adopted an attitude of ‘This is the way 
things have got to be done and I insist 
on having them done this way.” Such an 
attitude is, one believes, comparatively 
rare, and is intolerable. 


Accountant’s Duty in re Audit Reports 

We observed a little earlier that there 
might be exceptions to the proposition 
that the accountant’s responsibility to the 
Revenue was, in general, coincidental 
with that of the client. It may be sug- 
gested that there is a special and partic- 
ular responsibility attaching to such mat- 
ters as audit reports, certificates and sim- 
ilar documents signed by the practitioner, 
since these are not, strictly, matters of 
mere agency. They import a personal 
warranty of accuracy and_ reliability. 
Apart from actual fraud or wilful mis- 
representation they apparently do not, as 
we noted earlier, provide a ground for 
action in tort by third parties — who 
must, it would seem, include the Rev- 
enue. Precisely what weight can be at- 
tached to their exceptional character is a 
matter on which, one imagines, a precise 
and authoritative pronouncement would 
be welcome. Unfortunately, it is impos- 
sible to go beyond delivering a caution- 
ary platitude; that we should take to 
heart in this regard our critic’s sugges- 
tion that we should not sign anything 
in such circumstances that our signature 
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may give rise to a supposition of truth 
by an intelligent person which we should 
not ourselves be prepared to stake our 
own future conduct upon. 


Criminal Responsibility of Accountant 


Our examination of these matters 
would be incomplete without reference 
to the case of Rex v. Spofforth & White, 
which came before the Chief Metropol- 
itan Magistrate in the spring of 1941. To 
go into all the facts of that interesting 
and important case would be, at this 
distance, tedious. The relevant circum- 
stances were that, after consulting the 
first defendant, who was a practising ac- 
countant, the second defendant entered 
upon certain transactions which formed 
part of a somewhat ingenious scheme 
having as its main, if not as its only, 
object a reduction in his liability to sur- 
tax. In the course of carrying out these 
operations, certain clerks in the offices 
of the first defendant were made parties 
to some of the transactions involved, 
receiving, presumably, a small financial 
return for the use of their existence as a 
necessary and convenient part of the 
scheme. There was no real hint of fraud 
involved, and no serious attempt was 
made to show that there had been any 
concealment of the facts from the Rev- 
enue. The Department was anxious to 
“make an example” with a view to dis- 
couraging accountants in particular from, 
shall we say, involving themselves in ac- 
tivities of this sort and it was, apparent- 
ly, advised that such activities might be 
brought within the scope of a charge of 
conspiracy to defraud the Revenue. It 
may seem odd that, fraud not being al- 
leged, a “conspiracy” which proved suc- 
cessful for the purpose which it was in- 
tended to fulfil might yet be regarded as 
a conspiracy to defraud. Nevertheless 
that was, in substance, the case present- 
ed. The magistrate refused to commit 
the defendants for trial. I cannot do 
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better than conclude by quoting from 
the judgment, leaving the question of 
what relief and what warning the case 
may provide for each of you to decide 
for yourselves: 


Mr. Byrne, in the course of his opening, 
stated quite fairly and clearly what, in the 
view of the prosecution, the case against 
these two men was and he made this con- 
cession, as indeed he was bound to do. He 
said that there was nothing wrong or im- 
proper “from the legal point of view in 
adopting schemes with the object of avoid- 
ing the payment of tax”, and he went on 
to say that the scheme must be carried out 
“by transactions which are real transactions 
and not mere pretences”, and in that case 
“of course, there is no question of fraud 
which might arise from it”. Then he said 
this: “The case for the prosecution here is 
this. The charge is conspiracy to defraud; 
that is to say, an agreement to deprive 
the Revenue of tax by deceit because, as 
you know so well, to defraud is to deprive 
by deceit. That is what is alleged here — 
that there was an agreement to deprive the 
Revenue of tax by deceit; in other words, 
to avoid the payment of tax by White by 
making it appear that certain transactions 
had taken place which would have relieved 
White of a certain tax liability, whereas in 
truth those transactions were simply a 
sham.” 


Now, that seems to me fairly to state 
the case for the prosecution, accepted by 
Mr. Tucker on behalf of Spofforth and, I 
gather, by Mr. Cartwright Sharp on be- 
half of White. The issue which I have to 
decide on the submission which has been 
made to me is whether or not that case has 
been properly made out. 


The evidence shows that three persons 
who, in fact, were clerks in one of the 
offices of Spofforth and persons who were 
not in a position at all to pay sur-tax, ap- 
plied for shares in the defendant White's 
one-man company, the Britesco Trust Com- 
pany Limited, which I think it is agreed 
was a company formed solely for the pur- 
pose of avoiding sur-tax. These three 


clerks, as I said, applied for shares; they 
were duly allotted the shares; they became 








| 
| 


134 





members of the company; and they re- 
ceived dividends properly and legally made 
and declared by the company and were 
paid by cheque. I would note that this 
was all done within the proper time and 
dates to preclude the Commissioners mak- 
ing a legal declaration as to the company’s 
income being the income of its members, 
under section 14 of the Act. “Yes”, says 
Mr. Byrne, “every step is legal, but the 
transactions were all shams. The money to 
purchase the shares was White’s money; 
the agreement was that the loan was to be 
repaid out of dividends; in fact the whole 
thing was a mere pretext or sham for the 
purpose of avoiding the payment of sur- 
tax — a deceit and a fraud. Was it? If 
Mr. Byrne has made out that case then, of 
course, the summonses are good; but was 
it? 

I have listened carefully to the able 
argument which was addressed to me by 
Mr. Tucker on behalf of Spofforth, and it 
seems to me that White, who no doubt 
has been advised by Spofforth throughout 
the whole of this business, in fact ran a 
considerable risk of losing his shares. Sup- 
posing one of the clerks had declined to 
cafry out his bargain — or, more forcibly, 
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take the case put to me by Mr. Tucker: 
“Suppose he had gone bankrupt”. Mr. 
Byrne certainly found very considerable 
difficulty in dealing with that position. I 
said, rather avoiding the difficulty that 
would then have arisen, that those shares 
would then have become the property of 
the trustee in bankruptcy. He did not 
answer that. He said: “Well, what about 
the dividends? The clerks were never 
beneficial owners of the dividends.” I do 
not agree. “I think there were many fea- 
sons why the beneficial owner of the shares 
might quite easily be said to have a chose 
in action at any rate against the company, 
which refused to pay a dividend which had 
been properly declared”. 


I think Mr. Tucker has satisfied me on 
the cases that they were beneficial owners, 
and if that be so, as I have said, not only 
did Mr. Spofforth so well advise Mr. White 
with a view to his avoiding the payment 
of sur-tax, but, in truth and in fact, it was 
only by accident that Mr. White did not 
lose the whole of his shares. If that be so, 
I feel the result is that the pursuit of 
these two men by criminal process is mis- 
conceived, and I therefore dismiss these 
summonses. 
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Depreciation Reserves 





In Electric Public Utility Organizations 


By F. G. Copithorne, C.A. 


Contrary to some opinions, a depreciation reserve 
is a necessary and desirable part of public utility accounting 





Introduction 


7 article is the product of some 
thinking which was done recently in 
connection with the affairs of a medium- 
sized operating electric utility organiza- 
tion in one of the Prairie Provinces. 

The first section represents an attempt 
to summarize accepted modern thinking 
on the subject of depreciation reserves 
and to arrive at a conclusion as to the 
appropriate methods to adopt in this 
organization; the second section is an 
account of the method used in evaluating 
the utility under observation. 


Should Depreciation 
Reserves Be Provided? 

It is not universally accepted by all 
persons in positions of responsibility in 
the utility industry that a depreciation 
reserve is necessary or desirable. Some, 
particularly those in privately-owned utili- 
ties in the United States, hold that it is 
a continuing business, essentially differ- 
ent in nature from ordinary trading or 
manufacturing businesses in that it does 
and must continue indefinitely to give 
service to all who wish it in the territory 
covered and that, when the property is 
maintained in good physical operating 
condition by regular repairs and mainten- 


ance expenditures, it is not probable that 
it will lose its entire value or that it 
need be abandoned simultaneously. In 
consequence, a “retirement reserve’’ of 
relatively small size to which can be 
charged the cost of minor assets retired 
is adequate for all practical purposes. 


This argument loses its validity when 
it is found that the owners of many of 
these systems have, in recent years, been 
forced to abandon the street railway 
properties which they owned concurrent- 
ly with the electric system. 


It is probable that the opinions ex- 
pressed by them stem largely from the 
tendency on the part of regulatory bodies 
in the United States to base their calcula- 
tions of allowable net profits on rate 
bases produced by deducting the accumu- 
lated depreciation or retirement reserves 
from the gross fixed capital figures. 


It will often be found that these argu- 
ments are used by those who are not dis- 
interested and objective, and that when 
the issue is discussed by regulatory, ac- 
counting, or governmental bodies who 
have no personal interest in the subject, 
it is almost invariably held that deprecia- 
tion reserve is a necessary and desirable 
part of public utility accounting. Here 
are the reasons for this conclusion: 
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1. A depreciation reserve is, simply 
stated, an accounting device whereby the 
cost of the capital assets of a business is 
distributed over the productive life of 
those assets. 

2. In the case of one small group of 
electric utilities —- those municipally 
owned in Canada — it is common prac- 
tice to amortize the debt incurred at the 
time the fixed assets are acquired and not 
to set up depreciation reserves. Thus, 
due provision is made for one foreseeable 
happening — the repayment of debt — 
but no provision whatever is made for 
the realities of wear and tear, etc. 

3. It is pointed out in the book on 
“Depreciation” prepared by the staff of 
Public Service Commission of Wisconsin 
in 1935 that the impression in some 
quarters that depreciation has been pro- 
vided for when a utility has amortized 
the principal of a debt is an illusion. 
They point out also that the amount of 
a debt seldom equals the cost of the 
total depreciable property and that the 
life of the property is seldom the same 
as the duration of the debt. 


4. They point out also that, basically, 
the only connection between depreciation 
and indebtedness is that provision for 
depreciation is necessary to protect out- 
standing obligations. 

5. It is not uncommon in old establish- 
ed companies in the British Isles to have 
a sinking fund whereby the indebtedness 
of the organization is extinguished, leav- 
ing only equity capital outstanding. It 
is common in these cases to have also a 
depreciation reserve and the practice in 
those organizations when the sinking 
fund has been used to retire the debt, 
is usually to transfer the then-no-longer- 
needed sinking fund reserve back to 
earned surplus account. 


By What Method Should a 
Depreciation Reserve Be Treated? 


If we accept the premise that it is 


desirable to have a depreciation reserve, 
the next question is by what method 
shall it be created? 

There are, and have been in the past, 
many methods by which depreciation 
reserves are provided. The most com- 
mon of these are: 

1. Appropriation of profits. 

2. A systematic charge to operations 

(provision for depreciation). 


The principal objections to the first 
method are that it usually leads to rela- 
tively substantial provision being made 
in the years when profits are large and 
little or no provision being made in the 
years when business is not good, whereas 
depreciation is a continuing matter which 
goes on whether or not there are profits. 


Another objection — and a valid one 
— is that depreciation is a function of 
the use of the assets in carrying on the 
business whether or not there is a profit 
and that the relating of the amount of 
depreciation provided to the profit or 
loss figures is inappropriate. 


It is well nigh universally accepted 
nowadays that depreciation charges, if 
made, should be based on a pre-deter- 
mined method and scale to be applied 
regardless of whether business is good 
or bad. This latter provision is, of 
course, subject to the rule that when there 
is abnormal pressure of business, there 
may well be accelerated depreciation of 
the physical assets. 


If we accept, then, that depreciation 
should be provided consistently on a pre- 
determined basis, the next question that 
arises is how the amount to be provided 
is to be calculated. 


There are many methods of doing 

this but the three most common ones are: 

1. Straight line. 

2. Sinking fund; there is a variant 
also of the sinking fund method — 
the interest curve method. 

3. Diminishing balance. 








so fee IO 


we 





Depreciation Reserves in Electric Public Utilities 


All of these three methods are based 
on the “‘service life’ of the assets in 
question. Under this method, an effort 
is made to determine the useful life of 
the property and to distribute equitably 
over this life the net cost to the utility 
of the ownership and use of the assets 
during the time when they are giving 
service to the consumers of the electric 
service. This net service cost is usually 
arrived at by taking the original cost, 
adding thereto the cost of removal and 
subtracting the estimated salvage value. 


Straight-Line Method 

The straight-line method consists sim- 
ply in estimating the service life of the 
assets in years and dividing this figure 
into the estimated net total cost over the 
service life and thus determining the 
amount of the equal periodical charges to 
operating expenses over the service life 
of the property. For example, if a unit 
of plant had a cost of $100, net sal- 
vage (gross salvage less cost of removal) 
of $20 and a service life of ten years, 
the annual charge to expenses would be 
$8 or an average annual rate of 8%. 


Sinking Fund Method 


It is pointed out in the book already 
referred to that under the sinking fund 
method the depreciation charges are 
based on the same factors as under the 
straight-line method and that the charges 
to depreciation expense are equal month 
by month, but that a compound interest 
factor is introduced in addition, which 
is charged not to depreciation but to 
interest expense. This compound inter- 
est item is an amount which increases 
year by year to the end of the life of the 
asset. 


It is pointed out also that the princi- 
pal advantages of the sinking fund 
method to those who have used it are 
that it reduces the amounts shown as 
depreciation, although it increases the 
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amount shown as interest, and that it 
can be used to make difficult or impos- 
sible the task of a regulatory commission 
in attempting to find a depreciated rate 
basis. 

In the 1938 report of the Special 
Committee on Depreciation of the Na- 
tional Association of Railroad and Util- 
ity Commissioners, “Depreciation Prin- 
ciples and Methods”, it is suggested (see 
page 7) that the interest on the reserve 
balance should be included with the base 
sum in depreciation expense. It is also 
pointed out that the use of the so-called 
“sinking fund method” is entirely in- 
appropriate in depreciation accounting. 
In their new book “Public Utility Ac- 
counting” Foster & Rodey suggest that 
this title is misleading in that there is 
no more reason to segregate assets or 
establish a “fund” under this method 
than under any other depreciation meth- 
od. 

In his book “Principles of Public Util- 
ity Depreciation”, Professor Perry Mason 
points out the following: 

a. The purpose of a depreciation reserve 
is the distribution of the cost of the 
capital assets over the productive life 
of those assets. 

b. All the factors which have any bear- 
ing on the length of the productive 
life of the assets should be taken into 
account. 
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c. Depreciation is not intended to and 
should not be considered as attempting 
to provide for the replacement of the 
assets or the maintenance of the orig- 
inal investment. 

He points out also that the deprecia- 
tion calculation should be based upon 
the original cost of the asset and not 
upon any other figures such as replace- 
ment cost or market value. He recom- 
mends the use of the straight line method 
because of the fact that it is appropri- 
ately simple and the fact that the inevit- 
able crudeness of the data makes an ap- 
parently more precise method inappro- 
priate. 


Diminishing Balance Method 


The diminishing balance method is 
one which was used for many years in 
Great Britain but has in recent times 
fallen into almost complete disuse. It 
has recently been introduced quite wide- 
ly in Canada among commercial and in- 
dustrial concerns by reason of its having 
been made the only allowable method 
for income tax purposes. It has 
proven impossible to find out what rea- 
sons prompted the adoption of this 
method but it is almost universally 
dismissed as inappropriate by accounting 
bodies and business organizations and 
has fallen into almost complete disuse 
elsewhere. The principal argument 
given in its favour is that it causes heavy 
depreciation charges in the early life of 
the assets when there are very light 
maintenance and repair costs, and the 
depreciation charge is correspondingly 
light in later years of the assets’ life at 
the time when maintenance and repair 
costs tend to run higher. This argument 
used in its favour is, in reality, an argu- 
ment against it. The proper use of de- 
preciation charges and reserves is the 
spreading of the original outlay over the 
useful life of the asset and this process 
is subject already to sufficient elements of 


error without confusing the issue further 
by combining it with an attempt to com- 
pensate for inevitably higher repair and 
maintenance charges in the later years 
of the life of the asset. Depreciation is 
one of the costs of running a business 
and repairs and maintenance are other 
and unrelated costs, and it will be agreed 
that unrelated costs should not be mixed. 


Group Depreciation Reserves 

Another idea introduced into the in- 
come tax law at the same time was that of 
group depreciation reserves. This has 
proven not nearly as objectionable as the 
diminishing balance method and it is 
particularly applicable to public utility 
enterprises with their wide diversifica- 
tion in nature of assets and wide physical 
distribution of the assets held as well 
as by reason of their usually being con- 
tinuing enterprises. The basis of the 
“group method” is that all of the assets 
devoted to a particular service are group- 
ed together, provision being made, 
month by month, and year by year, by 
application of a composite rate to the 
total dollar value of the assets in the 
group and this provision is credited to 
a single group reserve account against 
which all retirements of assets in the 
group are charged and all credits for 
salvage are credited, until the group in 
its entirety is withdrawn from service. 

The following example shows how the 
periodic provision is calculated. Imagin- 
ary figures are used for illustration: 

See example at top of p. 139 


It is customary to re-examine the cor- 
rectness of the group depreciation rates 
each year but not to change the actual 
rate used until there is a material devia- 
tion indicated. When this method is 
used, the annual rate is applied to the 
total cost of all assets actually in service. 
Depreciation ceases to be accrued when 
the asset is withdrawn from service even 
if it has been in service for only a year 
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or some such short period and is con- 
tinued as long as the asset is in service 
even if it be for 100 years. One of the 
major reasons why the group method is 
desirable is that the inevitable crudeness 
of the data used (estimated service life) 
is discounted by grouping the different 
types of assets and different assets of the 
same types together. 

The group reserve basis was made 
compulsory for all privately-owned busi- 
nesses in Canada for income tax purposes 
in 1949. It has also been compulsory 
on all public utility companies in British 
Columbia for regulatory purposes for 
about ten years past and has apparently 
worked very satisfactorily there. 


Retirement Units 


Another concept which should be dis- 
cussed at this point is that of ‘‘retirement 
units”. This concept is based on the 


knowledge that in all utility businesses 
there are certain types of assets which 
need to be taken out of service and re- 
placed but whose individual size and 
cost, in relation to the undertaking as a 
whole, is negligible: for example — the 


Depreciation Reserves in Electric Public Utilities 


EXAMPLE 
DIESEL POWER GENERATION 


Annual Accrual 
Estimated for Depreciation 
Service Per 

Cost Life Cent Amount 
$ 1000 ND. — 
$ 10,000 Comp. 1.76 $ 176 
$ 1,000 40 yrs. 25 $ 25 
$100,000 20 yrs. 5 $5,000 
$100,000 40 yrs. 25 $2,500 
$ 10,000 20 yrs. 5 $ 500 


Comp. — Composite rate — determined on principle applied above. 
























$8,201 








replacement of ties on a street railway 
system or the replacement of a single 
line of wire on one circuit between two 
poles. 

For this reason there have been estab- 
lished in each of the utility industries 


standard lists of retirement units. These 
standard lists have been established by 
the National Association of Railway and 
Utility Commissioners and the definition 
of a retirement unit as given in the elec- 
trical utility list is “‘a retirement unit is 
defined as the smallest item of property 
which, on replacement is written out of 
the plant account or, expressed in another 
way, a retirement unit is an item of 
property which is not replaced through 
the maintenance accounts”. 

Examples of the items included in this 
list are, in the case of steam generation, 
a boiler, a boiler foundation when in- 
dependent of structure, a furnace, a re- 
heater, or a “superheater when separate 
from boiler’. 

Examples of retirement units in the 
case of a distribution system are a pole, 
i.e. line pole, brace pole, or guy pole, 
conductor, two or more continuous spans 
of one circuit, circuit breaker. 
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Examples of retirement units in the 
field of office furniture and equipment 
are adding and calculating machines, 
bookcases (complete), desks, whereas 
parts of adding or calculating machines, 
bookcases or desks — no matter how 
numerous if they do not amount to com- 
plete units as described above — are 
charged to operating accounts. 

It would seem that the most appropri- 
ate and the most logical basis for pro- 
viding for depreciation in the case of an 
operating electrical utility is on a straight 
line group basis with the rate determined 
by reference to estimates as to the service 
life of the respective units of property 
and using standard lists of retirement 
units as described above. 


Procedure Followed 
in Appraisal of the System 

Let us now proceed to the second 
section and consider a specific applica- 
tion. 

A fairly detailed appraisal of the sys- 
tem as a whole and its condition was 
made by the senior engineers on the staff 
of the corporation. The following de- 
finition of “depreciation” was used for 
the purpose of this appraisal, which was 
undertaken primarily to determine 
whether or not the corporation’s present 
reserves for depreciation or such other 
purposes are adequate or, if they are not 
adequate, the extent of such inadequacy. 

Depreciation was deemed to include: 

(1) decrepitude — occasioned by 

wear and tear and the action of 
the elements; 

(2) inadequacy — resulting from 

business expansion and the need 
for larger units; 


(3) supersession — arising from 


change in public habits and de- 
mands and requirements of legis- 
lative, 
bodies; 
(4) obsolescence — occasioned by 


judicial, or executive 
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new inventions, discoveries, and 
improvements in the arts. 


The method used in this appraisal was 
as follows: a detailed analysis was made 
from the corporation’s records of the 
items of cost standing against each part 
of the corporation's system in the books. 
These were summarized by plants and by 
small sections of the transmission and 
distribution systems. These analyses of 
cost were reviewed, item by item and 
location by location, by the corporation's 
senior engineers who, from their person- 
al knowledge of the state of the system, 
gave their considered opinion as to the 
proportion of service life remaining in 
the respective asset items. In calculat- 
ing the estimated remaining service life, 
the engineers gave consideration speci- 
fically to impending obsolescence by rea- 
son of a number of small plants through- 
out the Province being rendered either 
superfluous or useful only for standby 
purposes upon the development of the 
integrated system of transmission lines, 
and took into account, for example, such 
matters as the impending retirement 
from active service of some steam plant 
units. 

The percentages of the remaining ser- 
vice lives as determined by the engineers 
were then applied to the cost figures and 
these, when extended and totalled, were 
deducted from the total book value of 
the corporation’s fixed assets to give the 
amount of reserve for depreciation re- 
quired. It will be seen that an estimate 
of depreciation reserve required as at 
December 31, 1949 by this method dis- 
counts for impending obsolescence and 
taking out of service of many items of 
plant within, say, the next five years. 

The analysis of book value as men- 
tioned above was also made use of for 
the purpose of computing a composite 
depreciation rate based upon the en- 
gineers’ estimates of service life of the 
various types of plants and equipment. 








Staff Training 
And Education 





By Desmond B. J. Morin, C.A. 


A first-class chartered accountant doesn’t just happen 





Introduction 

a the past few years we have 

heard a great deal about a new 
science called “staff training and educa- 
tion” and the term has become quite 
familiar to anyone who has grown up 
in the modern business world. But long 
before the first expert got busy with his 
I.Q. charts and _staff-grading forms, 
chartered accountants were practising 
the principles of staff training as a matter 
of normal routine. 


Accountants 
Don’t “Just Happen” 

Anyone familiar with the profession 
knows that a first-class chartered ac- 
countant does not “just happen”. He 
is the product of many years of skilful 
cultivation, and whatever he may event- 
ually achieve, part of the credit will al- 
ways be due to his first employer whose 
forethought, imagination, and guidance 
helped to make a fine accountant out of 
a promising boy who had a good head 
for figures. 

Staff training in our profession is an 
old and well-recognized duty, but it is 
interesting to note that this tacitly accept- 
ed obligation has only recently been laid 
down as an official requirement by the 


Ontario Intsitute. At its 1951 annual 
meeting, the following paragraph was 
introduced into By-Law No. 34: 

Every member employing one or more 
registered students is responsible for giv- 
ing such practical experience and _ in- 
struction and affording such opportuni- 
ties as are necessary to enable the student 
to acquire the art, science and knowledge 
of a professional accountant. 

My object here is not to recommend 
or suggest any particular approach to 
staff training because every firm will in- 
terpret its responsibilities in its own in- 
dividual way, and indeed many schemes 
far more elaborate than the one I am 
going to describe have already been in- 
troduced and are now in full operation. 
My idea is simply to discuss the plan of 
one typical firm of average size and to 
ask the questions: what are we making 
of our opportunities, and what kind of 
results are we achieving? 

Naturally, one of the primary con- 
cerns of any firm is to see that all stu- 
dents pass their examinations, but my 
own firm’s ambitions go far beyond the 
passing of examinations and we antici- 
pate an eventual training program em- 
bracing everyone from the partners to 
the newest junior. Our object is to de- 
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velop every staff member so that he and 
we may discover his full potential and 
put it to the most constructive and re- 
warding use. These are, of course, vague 
and somewhat pious hopes which can 
only be realized gradually, but we be- 
lieve that every firm should aim high. 
A good workable training program 
needs to be extremely flexible since it 
must always take second place to the 
client’s work and, at certain seasons, it 
may have to be drastically curtailed or 
even suspended. During these busy 
periods the student must be helped to 
realize that every effort is being made to 
arrange the work for his benefit and that, 
after all, there is no substitute for prac- 
tical experience. It is worth mentioning 
that a willingness to adapt his plans and 
personal inclinations to fit the require- 
ments of the job is one of the most 
valuable assets any student can acquire. 


New Staff 


When a member joins the firm he is 
received in a friendly way and intro- 
duced to everyone on the staff. His 
supervisor briefly outlines the work he 
will be expected to do and explains just 
where he fits into the staff picture. He 
is given a copy of the office manual 
which deals with every aspect of em- 
ployment from hours of work to wed- 
dings, and a senior staff member is ap- 
pointed to counsel him during his first 
audit assignment. 

The audit engagements of each staff 
group are allocated in order to ensure 
that as far as possible each student will 
obtain a good practical grounding dur- 
ing his prescribed period of apprentice- 
ship. Every senior is instructed to train 
his team so that an assistant can assume 
responsibility for a job at short notice 
without causing any dislocation in the 
work. On successive visits, the more 
junior staff members exchange duties to 
gain further experience and the work is 
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planned so that every member of the 
audit staff is given increased responsi- 
bility as soon as his capabilities are 
proved. 


Literature and Meetings 

Periodically, bulletins are issued deal- 
ing with auditing procedures and the 
firm’s policies. Staff meetings are held 
in the spring and fall of the year for 
the purpose of reviewing standard forms, 
considering matters of ethics and pro- 
cedure, and discussing newly published 
accounting and tax literature. Recently 
discussions of interesting auditing prob- 
lems have also been included and demon- 
strations of equipment by representatives 
of machine accounting firms have been 
organized. 


Preparation for Examinations 


Mr. F. L. Norwood, Dominion gold 
medallist, made a very impressive speech 
at the Ontario Institute’s annual dinner 
in the spring of 1950. He described a 
plan carried out by the London Students’ 
Association, whereby candidates were di- 
vided into groups of six or eight for the 
purpose of discussion and group effort 
during the few months preceding the 
examinations. The result:—all partici- 
pants were successful! 

We were determined to profit from 
this experiment and planned a program 
on similar lines. The aid of all quali- 
fied staff members was enlisted and eve- 
ning study groups were formed; these 
met regularly to discuss tax matters and 
auditing techniques. The study group 
idea is popular and has proved to be ex- 
tremely practicable; we are also pleasant- 
ly convinced of its effectiveness since all 
our final candidates for the past two 
years have been successful. Encouraged 
by this record, plans were made this year 
to establish similar groups for inter- 
mediate and primary students — this 
being a further step towards making the 
staff training program all inclusive. 
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Staff Training and Education 


Improving and 
Revising Standard Forms 

One of the partners in our firm, re- 
cognizing the need to improve the form 
of the long type of report, drafted a 
model setting out the kind of informa- 
tion a client might expect to receive and 
a suggested style of presentation. The 
main purpose of the draft was not to 
provide a standard report to be copied, 
but rather to make every member of the 
staff conscious that a report should con- 
tain helpful and interesting information 
as well as the bare facts, and to encour- 
age the preparation of orderly, living 
documents which have some personality 
of their own. 


English 

There is a story that Robert Browning 
was once asked by a friend to explain 
what his poem “Sordello” was all about. 
Browning hesitated for a moment and 
then said, “My friend, when I wrote 
Sordello, God and I knew what it meant, 
but now only God does!” 

Fortunately things are never quite as 
bad with us because we usually know 
quite well what we mean to convey. 
Nevertheless, it is a sad truth that ac- 
countants, lawyers, and engineers are 
among the most misunderstood people in 
the world — and it is not only their 
wives who don’t understand them! How- 
ever, the days when it was considered a 
lucky accomplishment if a man could 
write coherently are gone forever, and 
today employers and clients alike demand 
a high standard of written work as a 
natural part of a professional man’s 
equipment. 

With this in mind, our office has re- 
cently made an experiment by appointing 
someone to act as a filter of all the writ- 
ten material leaving the office. Our 


editor-in-chief is a girl with a desk piled 
high with dictionaries and she pulls no 
punches as she combs through our letters 
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Mr. Desmond B. J. Morin, C.A. 
spent three years with the Navy 
and after discharge in 1945 be- 
came a registered student in To- 
ronto, first with Vardon, Punch- 
ard & Company and after 1947 
with McDonald, Currie & Com- 
pany, with which firm he is now 
associated. He was a consistent 
prizewinner throughout his course 
and in 1951 was admitted to the 
Ontario Institute. He lectures at 
evening classes of the University 
of Toronto’s Certificate Course in 
Business. 





and draft reports, returning them with 
helpful suggestions, constructive criticism 
and words of encouragement. She will 
never turn us into poets, and we shall 
never make an accountant out of her, 
but we are certainly more English-con- 
scious than we have ever been before. 

Another valuable qualification which 
needs to be developed is the ability to 
speak confidently and clearly about C.A. 
work. If a qualified C.A. is asked to 
address a public gathering, a director's 
meeting, or a group of students, he 
should feel able to do so without alarm 
or hesitation. Plans for the future in- 
clude holding monthly dinners at which 
senior students will be asked to address 
the assembled company, and the guest 
on each occasion will be some qualified 
person who will be asked to criticize the 
speaker's efforts. 


Leisure and Self-Training 

The chartered accountant must keep 
abreast of the times if he hopes to 
progress. Quite apart from the training 
offered by the employer and the daily 
processes of education, there is another 
aspect of training which none of us can 
afford to overlook. “All work and no 
play” is no way of life for an account- 
ant. Nevertheless it may very easily be- 
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come a reality unless every staff member 
takes care to see that he gets enough 
relaxation and exercise to keep himself 
fit and on good terms with the world. 
It is certainly no concern of the em- 
ployer what kind of leisure interests a 
student pursues, but there is no doubt 
that the best all-round men are those 
who, after high school or university, con- 
tinue to take an interest in current events, 
sports, reading, and the arts, and also 
try to spare some time for public work 
and civic activities. By indirect ways, 
and by example, supervisors and part- 
ners can encourage these pursuits. 


Salesmanship 


One may say that selling professional 
services is not good business. Neverthe- 
less, if a salesman’s business consists of 
selling honest, worthwhile service to 
clients who will be benefited by using 
that service, then selling is good busi- 
ness — and to that extent it is right, and 
natural, and in accordance with a funda- 
mental law, that he be successful in rep- 
resenting such service. It is true that 
success comes only through hard work 
and individual effort but we believe that 
it also depends in the long run on each 
person’s psychology in applying to his 
business relationships the principles of 
good salesmanship. Much could be 
written about this controversial but none- 
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theless important aspect of the training 
of a C.A., but it is enough to say here 
that an employer can do a great deal to 
develop in each member of his staff the 
degree and type of salesmanship that is 
suitable for a professional man. 


Conclusion 

In the final analysis, everything de- 
pends on the temperament and spirit of 
each group of students. There is no 
guarantee of success with any one form- 
ula and therefore in my own office we do 
not claim to have a definite “program”; 
rather, we have a series of ideas which 
can be applied in a general way. Our 
chief objective is to arouse the staff’s in- 
terest and to promote the mutual stimula- 
tion, reinforcement, and encouragement 
which come from group effort. 

Two thousand years ago Plato said, 
“The direction in which education starts 
a man will determine his future life’. As 
chartered accountants, our first function 
is to provide services to the community 
but we fill an equally important role in 
our capacity of educators aiming to give 
the finest professional training to the 
students in our care. It follows that 


good service and good training are inter- 
dependent and must be recognized as in- 
separable by any firm wishing to take a 
leading place in the world of business 
today. 
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The Battle of The Centuries! 
Business Accounting v. Fund Accounting 


By James R. Neff, C.A. 


What might have been or if only 
Pacioli had mentioned fund accounting! 





My FRAME OF REFERENCE 


-_- men are speaking to each other 
over a long distance telephone. 
One man says “I see a storm coming. It 
is about three miles away and dark and 
surly throughout”. ‘Oh no!” says his 
friend, “I see it too. It is more than 
ten miles away and presents a beautiful 
picture of shining gold in the sunset.” 

It is evident that the appearance of 
the storm and its distance may be de- 
scribed only as relative to the platform 
from which it has been observed or, as 
a scientist would say, according to one’s 

“frame of reference’’. 

In my review of the theoretical ithe 
of accountancy I have uncovered at least 
three separate and quite distinct frames 
of reference from which the study of ac- 
countancy has been approached. 


Area No. 1: Commercial Accounting — 
A man buys merchandise, sells merchan- 
dise, and so on ad infinitum. In this 
area funds will be described principally 
as (a) petty cash funds, (b) reserve 
funds set up out of profits, and (c) sink- 
ing funds for the redemption of bond 
issues. Asset valuations, depreciation 
methods, /ifo and fifo, and income taxes 
are the heart and soul of that study. 


Area No. 2: Actuarial Accounting — 


Students of the actuarial sciences are 
taught and perhaps believe that the bible 
of accountancy is the form to be filled in 
for the government report. Whether 
the forms of such reports follow the true 
principles of accounting may or may not 
have been considered but the assumption 
here is that “the king can do no wrong”. 


Area No. 3: Fund Accounting — Final- 
ly we have that sturdy breed of account- 
ants whose training in the subject has de- 
veloped from just “doing what comes 
naturally”. These are the fund account- 
ants. Asset valuations or depreciation 
methods have no significance here. This 
area describes the oldest and most use- 
ful accounting forms, and it is that em- 
ployed by John Public in which to ex- 
press his financial troubles. 


The bulk of accounting literature to 
date has Area No. 1 as its predominating 
theme, i.e. how merchandising accounts 
should be kept. In area No. 2 some 
progress is being made with the first ap- 
pearance of articles describing the prin- 
ciples of fund accounting as they relate 
to insurance operations. Finally, in area 
No. 3, fund accounting, no literature of 
consequence whatsoever seems to be 
available for reference. 


145 











146 The Canadian Chartered Accountant, April, 1952 


Assuming that the above is a clear 
description of the overall condition of 
modern accountancy, I shall confine my 
attention solely to writing about funds. 
Here I find no competition, fresh new 
fields of thought to explore, and, further, 
whether what is written is good, bad 
or indifferent it of necessity must be 
better than nothing at all. 


With the above in mind, I have under- 
taken to review the history of account- 
ancy, with a view to discovering how 
and why it is that the accounting fund, 
so prominent historically and in true ac- 
counting, has been missed out of our 
lesson books. There must be a reason 
for this. An error in the earliest con- 
cepts of accounting has been perpetuated, 
and what we now call accountancy may 
be little more than an exceedingly prim- 
itive continuation of false customs and 
traditions which we have inherited. 


Further, I am of the opinion that it 
is now possible to write accountancy 
into the records as a true science, though 
the evidence for that has not yet been 
properly harvested and recorded as in 
other scientific fields. 


The History of Accountancy 


At the time Columbus discovered 
America the world of business was active- 
ly centred in the ancient city of Venice 
and it may be assumed that a more or 
less effective system of managing wealth 
by means of accounting records was 
being practised in Venice at that not too 
distant date. 


Two years after Columbus’ first voyage 
accountancy exploded into prominence. 
Lucas Pacioli, a citizen of Venice, a 
Franciscan monk and a scholar of note, 
having many university degrees to his 
mame, wrote the first book on account- 
ancy. His purpose was no doubt to ex- 
pound the best accounting principles of 
which he was aware, and he has been 


rightly praised for it. Nevertheless, and 
without suggesting for a moment any 
disrespect for this great man, it is my 
purpose to question whether his book 
portrayed the whole, or only a part, of 
the accountancy in use in Italy at that 
time. It is my view that Pacioli, in 
describing only business accounting and 
not fund accounting, may have slipped, 
and in doing so, the biggest error which 
ever occurred in the whole history of 
accounting was the indirect result of 
his monumental treatise. 


The Pre-History of Accounting 

All of the sciences have been develop- 
ed largely by trial and error. In all prob- 
ability accounting methods too are based 
on suppositions and practices which are 
still being tried and have not yet been 
found by us to be in error. The single 
fact that the practices of accountancy 
have not changed materially during the 
last 456 years should put us on guard. 
It could be that our present complacency 
is fooling us. 

I am a firm believer in the apples, 
oranges, and bananas origin of account- 
ancy. Early man soon learned the simple 
story: I have so many apples, I add so 
many apples, I deduct so many apples, 
I have so many apples left. Even a 
primitive intelligence would soon dis- 
cover that: if I have so many apples, 
oranges and bananas, if I add so many 
apples, oranges and bananas, if I deduct 
so many apples, oranges and bananas, the 
result is complete confusion and may be 
described only as a fruit salad. 


The above may appear ridiculous but, 
be not too sure that it is so. Actually 
it describes the fixed principle in account- 
ancy that unlike funds may not be added 
together. 

Later on, man began to describe his 
wealth in money values, and writing com- 
menced, but the underlying basis of his 
originally developed “apples, oranges, 
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and bananas” reasoning has never 
changed to this day, for the reason that 
it was “fund”-amentally sound. Present- 
ly there appeared the following two very 
natural and quite distinct forms in which 
accounts were prepared, and these have 
been found to be so useful that they con- 
tinue to be the positive basis of all mod- 
ern accounting thought. The human 
mind is probably incapable of interpret- 
ing movement in accounts presented in 
any other manner. 





Mr. James R. Neff is a mem- 
ber of the firm of Neff, Robert- 
son and Stone in Toronto. After 
serving in the artillery of World 
War I, he entered the office of 
his father, the late A. C. Neff, 
F.C.A. and was admitted to mem- 
bership in the Ontario Institute 
in 1928. He is now senior part- 
ner of his firm. 








The Recording Fund 


Opening Balance ................00000 0000 
DEE si. ethchidnancaohshbinnetinnd 000 

0000 
STOO asses ssnsnssinnssseess “000 
Closing Balance .20..............ccceee 0000 


The Operating Fund 


Opening Inventory .............-.--+ 0000 
TREIED Od eee Oe 000 

0000 
Expenditures .............-..-0-sse 000 

0000 
Closing Inventory .............:.00 0000 
RII secs cksientees 0000 





Pacioli’s False (?) Lead 
Let us return to Pacioli and his first 
book on the subject of accounting. We 
shall concern ourselves here with but two 
matters from Pacioli’s treatise and their 
probable effect on all subsequent books 
on the subject of accounting. 


What were Pacioli’s credentials? He 
was a business man, a member in good 
standing of a religious society, and a 
university professor. Almost certainly 
the accounts of the Franciscan Order to 
which he belonged and of the universities 
which he attended must have been pre- 
pared according to the simple form of 
“The Recording Fund” illustrated above. 
But, Pacioli’s ‘Summa’, as he calls it, was 
little more than a casual direction to the 
merchants of the times as to how best 
they should keep their accounting fingers 
crossed lest they get into trouble with 
their neighbours. His book is in fact 


a very fine study of “The Operating 
Fund” form of accounts, and I am quite 
certain that his book was a discussion 
of only part of the subject, albeit a 
necessary part at the time. Commerce 
was urgently demanding some positive 
system of measurement in money matters 
and Pacioli was able to supply a brilliant 
solution for the problem. It will long be 
to his credit that he did so. 

His book was translated into many 
languages and perhaps because of the 
great need for such a work rather than 
its worth as a classic example of fine 
literature his ‘‘business principles” swept 
the world. But oh! that he had just 
mentioned fund accounting! 


A “Triumvirate” not an 
“Equation” 
What could be a second error in the 
principles in the Paciolian method of 
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bookkeeping was the extraordinary at- 
tention given to the algebraic equation 
Debtors = Creditors. To this magic 
formula great importance has been at- 
tached because it was thought to have 
resulted in the development of the 
double entry principle in bookkeeping. 
Actually this is not so. Although a pro- 
found scholar in both mathematics and 
algebra, Pacioli did not consider his equa- 
tion sufficiently. He should have known 
better. 


A little thought will establish that the 
equation is false. It should have been, 
perhaps, “Debtors=Creditors plus a bal- 
ancing factor’. Sound reason suggests 
that balanced accounting resulted not 
from the equation itself but rather from 
man’s early-acquired custom of listing 
his assets, listing his liabilities, and in- 
serting the resulting balancing amount. 
This is a logical and natural explanation 
for the early origin of the practice of 
balancing accounts. Journal entries are 
simply a mechanical necessity in this type 
of accounting and need no further’ ex- 
planation than that. 

The equation “Debits = Credits” or 
what modern accountancy has later de- 
scribed carelessly and quite improperly 
as “Assets = Liabilities’’ overlooks the 
fact that the balancing amounts are the 
factors of chief significance in the proper 
interpretation of all financial matters. 
The net balances describe equities and re- 
lationships as between fund balances. 
They are therefore of greater importance 
than assets or liabilities. Asset values 
fluctuate so very rapidly that a balance 
sheet may be of little worth from that 
viewpoint alone within a week of its 
preparation. On the other hand the 
agreements, trusts, guaranties as between 
funds remain as the prime constant fac- 
tors in the whole study. There can be 
little doubt that accountancy is not 
governed by Pacioli’s twosome but by a 
threesome, — an old Roman type of 


“triumvirate” if you will — of assets, 
liabilities, and net balances. 


“Accounting Evolution To 1900” 

The second book of significance on 
the history of accounting is Professor A. 
C. Littleton’s “Accounting Evolution to 
1900”, published in 1934. Professor 
A. C. Littleton has been both skilful 
and diligent in searching the archives and 
has produced a work which will long be a 
credit to him. However, the numerous 
articles and treatises of the preceding 
four hundred years, which it was the 
author’s purpose to review, were largely 
of the “Instructions to Merchants” type 
in the true Pacioli manner. Each new 
work was a simple reconstruction of a 
previous one, with the result that mis- 
conceptions were repeated. 

The result has been that commercial 
business accounting has had all of the 
attention in accounting literature up to 
date, and fund accounting has thus de- 
veloped in an uncontrolled and mush- 
room type of growth in the darkness of 
obscurity. Funds did not do too badly, 
however, as they now are used to mea- 
sure the accounts of governments and of 
life insurance operations, the two biggest 
businesses of all. Nevertheless, they are 
used in a manner which can be termed 
only as primitive. They have not had 
the trained supervision and guidance 
which was so necesasry for a cultivated 
growth and are presently in dire need 
of some efficient pruning which the 
modern business-trained professional ac- 
countant may not be in a position to 
provide. 

How did the word “fund” originate 
in regard to financial studies? In Pa- 
cioli’s work, it is not once mentioned.' In 


1 The earliest record of its use which I have 
personally encountered is in the published 
translation of the letters of Pliny the 
Younger (A.D. 62-113). In a report on 
the condition of the finances of the city of 
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Littleton’s book, the word occurs infre- 
quently and almost as if it were used 
inadvertently. 


Funds And More Funds 

My own investigations indicate that 
accounting funds were used in many 
forms early in the 19th century. Many 
churches employed fund accounting and 
many memorial and conditional donation 
funds had been set up and were being 
perpetuated according to specific agree- 
ments with the estates of their donors. 
In that great Church which has its prin- 
cipal centre in Italy near the ancient 
home of Pacioli, it has long been the 
practice to provide boxes into which its 
adherents are invited to drop their volun- 
tary offerings. There is a “Church 
Fund’, a ‘Poor Fund”, a ‘Flower Fund’”’ 
and perhaps a “Cemetery Fund”. What 
better study in early accounting than 
this? 

Our great universities have efficient 
and highly developed courses in the 
science of accountancy solely as it re- 


A University 
Assets 
Current Funds 


Capital Funds 
Trust and Endowment Funds 
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lates to commerce and finance. If we 
visit the president's office, however, we 
are reasonably sure to find him puzzling 
as to how best to keep out of the red 
his simple fund accounts, his bursary and 
scholarship trust funds and similar speci- 
fic purpose funds. 


Below is a current balance sheet of a 
university which I consider to be the 
truest and most expertly conceived that 
I have ever encountered. 

Each section is treated as a separate 
entity and balanced as such. No total of 
all of the funds is given and so the in- 
dividuality of each section is clearly 
maintained. 

For comparison there follows the bal- 
ance sheet of a Province and of a city. 

The word “fund” has been omitted 
throughout. The total of the debits and 
credits in each section has been inserted 
but no section is made to balance. The 
totals of all assets and of all liabilities 
are shown. 


Balance Sheet P 
Liabilities 

Current Funds 

Capital Funds 


Trust and Endowment Funds 





A Provincial Balance Sheet 
Assets Liabilities 
Capital Capital 
Income Income 
Surplus 
A City Balance Sheet 
Assets Liabilities 
Current Current 
Capital Capital 


the Prusenses he found the public “funds” 
to be “unwarrantably applied”. In his wis- 
dom he recommended to the Emperor Tra- 


jan that he “send a surveyor that a faith- 
ful admeasurement be taken”. 
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The word “fund” has been omitted. 
Totals are inserted at the foot of the 
page only. I had to add the sections to 
find that they are out of balance by many 
millions. There is no need to make fur- 
ther comment here. It is my view that 
the latter two statements are simply ex- 
ceptionally primitive applications of the 
balanced fund principles established in 
the university balance sheet. 


Dicksee — a Rembrandt 
of the Accounting Profession 

The book “Auditing” (14th Edition) 
by Laurence R. Dicksee, M.Com., F.C.A. 
is one to be approached with reverence. 
It is regarded, and properly so, as one of 
the great contributions toward scientific 
thought in the profession of accountancy. 
I mention it here as an example of the 
excellent books on accounting which have 
appeared in recent times. 

In its thirteen page index these are the 
only references to accounting funds:— 
Sinking Funds, pp. 152, 155 

Sinking Funds and Depreciation, 

pp. 147, 152, 155 

Reserve Funds, pp. 245, 278, 280. 
In regard to these Dicksee says, “It is an 
axiom that no sum which is not set aside 
out of profits can be properly described as 
a Reserve Fund.” Does this not deny 
that a non-profit organization can set up 
a Reserve Fund? Further on, he says 
that “the so-called ‘Reserve Fund’ of a 
life insurance company really amounts to 
the setting aside of part of the premiums 
— etc.” This statement is clearly in 
error as the technically calculated insur- 
ance reserve of a life company is not in 
any sense a fund but rather a guaranteed 
liability of all of the funds of the busi- 
ness. Later we find — “Prior to the 
Companies Act of 1900 it was thought 
that premiums received on an issue of 
shares should be credited to a Reserve 
Fund.” As has been said, the above 
quotations are too brief to be fair. They 
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have been quoted here only to indicate 
that the author's mind was emphatically 
not concerned with the fact that the ac- 
counting fund was a particularly import- 
ant form to be considered. 

Later in his book Mr. Dicksee sets 
out certain accounting forms required by 
British statutes for Government super- 
vision. I reproduce some of them here:— 


A Charity Organization Society. — In 
the prescribed balance sheet of 1888, the 
words “Capital Fund” appear. Actually 
it is unusual for capital to be described as 
a fund in early accounting. 


A General Balance Sheet Example. — 
The words “Reserved Funds” and “De- 
preciation Funds” are used. It is signi- 
ficant that in early accounting the now 
modern “Depreciation Reserve” was 
termed a “fund”. 


Assurance Companies Act of 1909. — 
The required balance sheet contains— 
Shareholders Capital; Life Insurance 
Funds; Annuity Funds; Fire Insurance 
Funds; Accident Insurance Funds; Em- 
ployees Liability Insurance Funds; Bond 
Investment and Endowment Certificate 
Funds; Marine Insurance Funds; Sinking 
Funds and Capital Redemption Funds, 
and other funds (if any) to be specified. 


Railway Companies (Accounts and Re- 
turns) Act 1911. — The prescribed bal- 
ance sheet includes—Superannuation and 
other Provident Funds; Fire Insurance 
Funds; Depreciation Funds; General Re- 
serve Funds. 


Hospital Accounts — Revised Form 
Prescribed in 1914. — The following 
must be set out in notes to the balance 
sheet: 

“The investments of funds should be 
set out in detail.” 


“If the hospital has landed property or 
estates then the funds with which these 
were acquired should be set out on the 
balance sheet.” 


a Be ee eee at oe. 6. ok Oe. ie eo 3 oe oe 
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The Friendly Societies Act, 1896. — 
The annual balanced form set out in 
Mr. Dicksee’s book under this Act is as 
prescribed by the chief Registrar. It is 
set out below. It is a document of prime 
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Auditors’ Certificates 
Research Bulletin No. 6 dated Septem- 
ber 1951, issued by The Committee on 
Accounting and Auditing Research of 
The Canadian Institute of Chartered Ac- 





countants, states:— 

When the auditor is reporting upon the 
financial statements of a limited company 
incorporated under The Companies Act, 
1934 (Canada), and is in a position to 
express an unqualified opinion, it is re- 


interest to the accounting historian. 
Could anyone want better proof that ‘‘ac- 
countancy as it is in fact’ is materially 
different from the ‘‘instructions to mer- 
chants” of our lesson books? 


FRIENDLY SOCIETY ACT, 1896 


ANNUAL RETURN AS PRESCRIBED BY THE CHIEF REGISTRAR — FORM A 
BALANCE SHEET OF FUNDS AND EFFECTS 





£sd INVESTMENTS £sd 

RI INI = << <2scdiy caceaasoslesaseeassnees 1. In the Savings Bank, interest 
RE NINN oescvcvar<thexsexirsscetioxisdcdoaneassaeee 2. In the Public Funds ........................ 
NIN MI, sect usicsscoyeuessscsseqeessesnneovaas 3. With the Commissioners for the 
Endowment Fund ...............0..cc0:e00000 Reduction of the National Debt, 
IO NI anssciisctiiesicncccenecsussscones I iit tthe ei cet dcclals 
Widows’ and Orphans’ Fund ................ 4. Upon Government Securities in 
RPE SIDS 5nccbe5ccbepess ssdasiueareecnsocaad Great Britain or Ireland, in- 
SINE ID 6c scan ateesccteniovsosieees CGE Aviansie 
Travelling Benefit Fund ........................ 5. Upon Real Securities in Great 
Dyers TMICE FAG non scsscscceiesissecesceee Britain or Ireland ........................ 
NN IN FID sci scsnxciseesscncsiansanises 6. In the Purchase of Land ................ 
Surplus Fund Accumulated for Members 7. In the Erection of Offices and 
Amount of Separate Loan Fund............ DOUG se ctwaatics came 

Tend Beast Tad .........- ———|} 8. In Loans on Members’ Assurances 
Amount of Management Fund ............ 9. In Loans out of separate Loan 


Fund 
10. On Other Securities 
Cash in the Post Office Savings Bank 


Debts (if any) legally incurred by 
Trustees on behalf of the Society .... 
Cash due to Treasurer (if any) 


ae Siete Ee ye PENT BUN MINI sca ccirccascacda pats sastanseistidsiegnee 
Other Liabilities (if any) .................... Other Assets (if amy) .........ccccccceseeeee 
NN cox ckseo cect ane siteaeatas £ OT as crecs ees ec iekae £ 





Signature of Treasurer or one of the Trustees Signature of Secretary. 
residing at ——H———___—_ 

The undersigned having had access to all the Books and Accounts of the Society, and 
having examined the foregoing General Statement, and verified the same with the Accounts 
and Vouchers relating thereto, now sign the same as found to be correct, duly vouched, and 
in accordance with law. 

*Public Auditor; or —————and 

“This term means only a Public Auditor appointed under the Friendly Societies Act. 

If in any respect these accounts are incorrect, unvouched, or not in accordance with law, 
the Auditors are not to sign as above, but are to make a special report to the Secretary, of 
which a copy is to be sent to the Registrar with this statement. 


Auditors. | Date———— 
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commended that his report take the fol- 
lowing form: 


AUDITOR’S REPORT 


To the Shareholders of 
Fae a CE Company Limited. 

I have examined the balance sheet of the 

een Company Limited as at ............ 

Be tein and the statements of profit and 
loss and surplus for the year ended on 
that date and have obtained all the in- 
formation and explanations I have re- 
quired. My examination included a gen- 
eral review of the accounting procedures 
and such tests of accounting records and 
other supporting evidence as I considered 
necessary in the circumstances. 

In my opinion the accompanying bal- 
ance sheet and statements of profit and loss 
and surplus are properly drawn up so as 
to exhibit a true and correct view of the 
state of the affairs of the company as at 
oe eee DD eessescnaiss and the results of its 
operations for the year ended on that date, 
accotding to the best of my information 
and the explanations given to me and as 
shown by the books of the company. 

COGN ccs cick casts sit 
Chartered Accountant 

With slight modifications in some cases 
this form may be used in reporting upon 
the financial statements of companies in- 
corporated under provincial statutes, of 
partnerships, of sole proprietorships, and 
of associations. 

In the history of theoretical account- 
ing point no. 1 may be Pacioli’s first 
book. Point No. 2 is Littleton’s book. 
Point No. 3 is undoubtedly Research 
Bulletin No. 6. The absence of any 
reference to the position of the funds in- 
dicates perhaps that it is a Pacioliism in 
purest form. One finds no trace, for 
example, of the following requirement 
in auditors’ certificates in Great Britain. 
“No part of any fund required to be kept 
separate under section 3 of the Assurance 
Companies Act, 1909, has been applied 
directly or indirectly for any purpose 
other than the class of business to which 
it is applicable.” 


Accountant, April, 1952 


I do not suggest that the certificate for 
“The Friendly Societies Act, 1896” 
which has been set out above is better or 
worse than that prescribed in the above 
bulletin. I can say only that the ques- 
tion of the proper audit certificate for the 
modern balance sheet is a most puzzling 
and difficult one. 


Auditors Report 
(Prescribed by a Fund-amentalist) 
On the Balance Sheet of the Friendly 

Society on page 151 

“I approve of the use of ‘Dr.’ and 
‘Cr.’ as satisfactory column headings in 
place of the customary use of the words 
‘assets’ and ‘liabilities’. 

“The assets are shown principally as 
being owned jointly by all of the funds. 
This is correct. However no indication 
has been given as to the partnership or 
other working agreement under which 
the net income or losses resulting from 
the ownership of the net assets is to be 
shared by the individual funds. This 
is incorrect. 

“The liabilities are set out in a manner 
which does not indicate whether they are 
debts due by some individual fund or 
whether they are owed generally by all 
of the funds. This is incorrect. 


“The net balancing amounts are de- 
scribed as funds but one cannot be sure 
whether each is operated as an absolute 
trust fund for the sole use or profit of 
its beneficiaries. It may be that each of 
the balances shown is not a true fund 
but rather a guaranteed liability of the 
management fund and that this true 
fund (which is a true fund) is entitled 
to all of the profits from the whole of 
the operation. This has not been made 
clear. 

“It is evident that the balance shown 
of each of the so-called funds is not cor- 
rect. Insurance or benefit funds of this 
type require that their actuarial position 
be described. Therefore whether each 
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of the funds has a surplus or a deficit, 
whether it is actuarily solvent or insolvent 
is not apparent. 


“It may be noted that in the above 
balance sheet a meticulous attention to 
an exact valuation of the assets would 
have had no significance whatsoever un- 
less the fund balances have been ac- 
curately described. 


“I report that because of the reasons 
stated, the above balance sheet of funds 
and effects presents an utterly false view 
of the financial position of the Society 


and may not therefore be relied upon.” 


Conclusion 

The words “Balance Sheet’ are not 
properly descriptive of the statements to 
which they are attached, and may actual- 
ly be untrue. A balance sheet cannot be 
other than a “Statement of Balanced 
Funds”. The “Balance Sheet of Funds 
and Effects’ on page 151 was pro- 
duced in 1896, and furnishes me the 
greatest encouragement I have ever re- 
ceived towards my perhaps extraordinary 
point of view. 


TIMETABLE OF OCTOBER 1952 UNIFORM EXAMINATIONS 


The Board of Examiners-in-Chief gives 
notice that the 1952 Fall examinations 
of the Institutes of Chartered Account- 
ants in Canada will be written according 


to the following timetable. The morning 
sessions will be from 9 a.m. to 1 p.m. 
and the afternoon sessions from 2 p.m. 
to 6 p.m. 


Wednesday, 15th October 
Morning session — Final Auditing I 
Afternoon session — Intermediate Auditing I 


Thursday, 16th October 


Morning session — Final Auditing II 
Afternoon session — Intermediate Auditing II 


Friday, 17th October 


Morning session — Final Auditing III 
Afternoon session — Intermediate Accounting I 


Monday, 20th October 


Morning session — Final Accounting I 
Afternoon session — Intermediate Accounting II 


Tuesday, 21st October 
Morning session — Final Accounting II 


Wednesday, 22nd October 
Morning session — Final Accounting III 





To the New Members 
Of the C. A. Profession 


By H. P. Herington, F.C.A. 
Treasurer of the C.1.C.A. 


An eminent accountant offers 
some advice to this year’s graduates 





A recent editorial in The Canadian 
Chartered Accountant referred to 
the prolonged anguish of those who had 
been studying for and written the ex- 
aminations. I know now why your 
president placed me on his agenda today. 
It was the final sadistic act of the Execu- 
tive before admitting you to member- 
ship. As far as my part in these pro- 
ceedings is concerned, anguish it may 
be, prolonged no. 

It is a matter of regret that Mr. Beau- 
vais, president of The Canadian Institute 
of Chartered Accountants, was unable 
to be with you today. I know that he 
would like me, on his behalf and on 
behalf of the Canadian Institute, to join 
your President in congratulating you and 
I would like also to extend our best wish- 
es for your continued success in your 
chosen profession. I think that in these 
expressions we should include the 
mothers, wives and sweethearts who, by 
their patience and understanding during 
the long period of preparation, have con- 
tributed in no small measure to the effec- 
tiveness of your effort. 


Is the Course Too Long and Difficult? 


The course of study which you have 
just brought to a successful conclusion is 


admittedly not an easy one. It has been 
suggested that it is unnecessarily long 
and difficult. I, for my part, cannot 
subscribe to that view. A lesser standard 
just won’t do. The complexities of 
modern business demand of us a high 
degree of technical skill. The attaining 
and maintaining of that skill calls for a 
training process which is continuous and 
unending. The study courses and exam- 
inations were only one phase of that 
process, and I tell you that no chartered 
accountant worth his salt has ever found 
the courses and examinations too diffi- 
cult. 


In 1946 we thought we would have to 
relax our standards for the service men 
who had been out of touch for long 
periods, some of which extended to five 
or six years. We did not lower our 
standards and what did we find? The 
service men showed us clearly that there 
had been no need to do so. It may be 
that they had learned the value of dis- 
cipline and the importance of getting on 
with the job. We have made the words 
“Chartered Accountant” mean something 
special — let us keep it that way. 

You are now a member of The Insti- 
tute of Chartered Accountants of Ontario 
and, I should add, a member also of 


An address to the new members of the Ontario Institute on the occasion of presentation of 
certificates, February 8, 1952 
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To the New Members of the C.A. Profession 


The Canadian Institute of Chartered Ac- 
countants. 

I suggest that you should now take 
stock. This involves an honest appraisal 
of your personal qualifications. A frank 
discussion with your employer should 
also be helpful in planning your future 
course. Such review of your position 
may indicate a future outside the pro- 
fession. 


Versatility of Training 

Our profession is perhaps unique in 
that the course of training develops a 
versatility which makes possible a choice 
of vocation. In brief, we train not only 
practitioners but potential executives. 
Now I do not wish to leave with you 
the impression that I have any doubts 
as to the opportunities in the profession 
itself. I believe they are greater today 
than they have ever been, but there is 
this point which you must consider. Our 
work calls for varying degrees of skill 
and experience. The fees we are able 
to command recognize that simple fact. 
I need not tell you that every young 
chartered accountant in assessing his 
prospects must reckon not only with his 
contemporaries and those who may be 
his senior but also those who will be 
following after. Because I have had the 
good fortune to be associated with one 
of the larger firms throughout my pro- 
fessional life, it is with some diffidence 
that I urge on some of you to give seri- 
ous consideration to the establishment of 
your own practice. I know full well the 
difficulties that face a young practitioner 
in his early years, but I know also that 
there are a great many accounting firms 
in this Province (I am told that the 
number is in excess of 300) and I have 
reason to believe that they are doing very 
well indeed. 


For some the life in commerce or in- 
dustry will have its appeal, and I have 
no doubt at all that opportunities will 





155 


present themselves to satisfy every in- 
clination. Just a word of caution. Do 
not expect to become a fully experienced 
executive overnight. There is much for 
even a rising chartered accountant to 
learn about the ways of business, and 
if you approach such work with a rea- 
sonable mixture of confidence and humil- 
ity your usefulness will without question 
be ultimately recognized. 


Our Principal Function: Auditing 
I would now like to consider with you 
for a moment the nature of this profes- 
sion for which you are now qualified. 
While in recent years our services have 
become more varied the principal func- 
tion is still that of auditor. What does the 
public look for in an auditor? I found 
some of the answers in the January 
issue of The Corporate Director, the 
publication of the American Institute of 
Management, an authoritative and re- 
sponsible society. This might be said to 
represent a client’s eye view of us. After 
observing that the Code of Ethics of the 
American Institute of Accountants pre- 
cludes members from advertising their 
professional attainments or services and 
soliciting clients of other members they 
set down the following qualities to look 
for in an auditor: 
“As an individual and/or as a firm, an 
auditor must establish a reputable re- 
cord as an independent certified pub- 
lic accountant. Preferably, he should 
be a man of over-all good standing in 
his community. 
An auditor should be a man of de- 
monstrated personal integrity and of 
high professional standing, and one 
who has adhered to the spirit and 
letter of the accepted Code of Ethics 
of public accounting. 
Consideration should also be given to 
an auditor’s constructive contribution 
to the accounting profession, whether 
or not he is an active participant in 
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his national and state societies of 
certified public accountants. 
An auditor's participation in civic af- 
fairs must be attuned to the public in- 
terest. 
The continuity of auditing service, 
stability and growth of an auditing 
firm depends on whether an auditor is 
advanced, alert and keeps abreast of, 
and complies with, current develop- 
ments.” 

It is interesting to note they also sug- 
gest that the auditor should be guided 
by the following criteria before accept- 
ing a new client: 


“Assure that the company’s key execu- 
tives are men of good repute. 
Ascertain whether prospective client 
was or is involved in tax evasion, or 
tax frauds or in other questionable 
pending litigations and, if so, careful- 
ly consider the circumstances. 
Estimate work-time involved in an 
audit and have a definite understand- 
ing with a company as to how the 
auditor will be paid for his services. 
In the course of his audit of a com- 
pany’s books, an auditor should satis- 
fy himself of the veracity of the 
company’s financial statements by 
visiting plants and having compre- 
hensive discussions with the book- 
keepers, etc. 

Investigate financial stability and 
credit status of prospective client; his 
standing in the industry and com- 
munity. 

Appraise the scope and magnitude of 
the assignment and ascertain whether 
the auditor is equipped personnel- 
wise and with branch offices to under- 
take the job and meet all require- 
ments. 

What has been the prospective client's 
experiences with other auditors? 
What is his attitude towards the cer- 
tified public accountant as a pro- 
fessional man?” 





The Canadian Chartered Accountant, April, 1952 


It might be a little difficult to follow 
this counsel of perfection in the case of 
a first or second client. I think you may 
be interested in their conclusions. They 
were these: 

“The relationship between an auditor 
and client requires continuing mutual 
confidence. The accountant has much 
of value to offer management as well 
as stockholders, creditors and others 
who rely on his certificate, provided 
management can act on his advice 
with confidence. Concurrently, the 
accountant can carry out his functions 
with greater assurance and effective- 
ness if he is able to have full con- 
fidence in his client.” 


Privileges and Responsibilities 

Membership in the Institute carries 
with it many advantages and privileges 
but it also imposes a considerable degree 
of responsibility, a responsibility not only 
to the public but to the profession it- 
self. Your responsibility to the public 
is to put your best efforts to whatever 
work you undertake regardless of its ap- 
parent importance or the amount of the 
fee. In many cases the chartered ac- 
countant receives little but a sense of 
personal satisfaction for a job well done. 
I do not suggest that we should be com- 
pletely unaware of the financial aspects 
of our endeavour. I believe that mone- 
tary reward will naturally follow if you 
approach your work from the point of 
view of how well you can serve rather 
than on how much you are to receive. 
It must already have become apparent 
to you that a driving interest in your 
work is the first requisite to a successful 
career in the profession. 


I hope that during your course of 
training you have learned that what is 
required is more not less moral and in- 
tellectual honesty; bare compliance with 
the letter of the law is often not good 
enough. The honest presentation which 
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To the New Members of the C.A. Profession 


goes beyond the literal requirements of 
the law is often the only fair and 


proper one. 


Independence Vital 


You have often heard it said, and it 
has been stressed throughout your course 
of studies, that one of the essential re- 
quirements of our profession is inde- 
pendence. Independence is best described 
as a state of mind, a reflection of the 
honesty and integrity within the in- 
dividual. I do not think that it is 
necessary for me at this time to go into 
any great detail in this respect. You 
are familiar with the provisions of the 
Companies Act which preclude the audi- 
tor from being also a director of a pub- 
lic company. A shareholder may be an 
auditor, but I think it is now recognized 
that the holding of shares in the capital 
stock of a client detracts to some extent 
from your independence as an auditor. 
It is, of course, unthinkable that an 
auditor should assume the position of 
having a financial interest in a trans- 
action and at the same time expressing 
an opinion on the financial statements 
which are used as the basis of negotiation 
or settlement. 

To conclude this thought, I shall only 
say that it is most important that we, as 
chartered accountants, should keep our 
personal and our professional interests 
completely apart. Never for a moment 
forget your impartiality and independ- 
ence so that the public will continue to 
have the confidence, which I believe they 
have in us today. 





157 


Development Continuous 


Your formal or organized education is 
now complete. To paraphrase a familiar 
expression — we have given you the 
tools: it is for you to finish the job. I 
have observed that the course of studies 
and examinations are but one phase of a 
training process which in any profession 
never ends. But whether you remain in 
the profession or choose another voca- 
tion you owe it to yourself, and, I might 
add, to society, to see to your further 
development in the field of accountancy. 

No one, however extensive his prac- 
tice or wide his experience, is self-sufh- 
cient. It is only by discussions and read- 
ing that you may hope to keep abreast 
of current thought and practice. I com- 
mend to you The Canadian Chartered 
Accountant, The Journal of Accountancy, 
the research bulletins and published ac- 
counts as a means of improving your 
own practices. I would hope that in 
time you will make your own contribu- 
tion to the advancement of the pro- 
fession either by writings or participation 
in the committee and administrative acti- 
vities of your society. If and when 
that time comes, accept your proper share 
of the responsibility which attaches to 
your membership in the Institute. If 
you do you will undoubtedly find “it is 
more blessed to give than receive’. 

Make these your guiding principles. 
In your relations with your fellow mem- 
bers observe the Golden Rule; in your 
relations with clients: “To thine own 
self be true and it must follow as the 
night the day thou canst not then be 
false to any man.” 





A Letter from A Reader 





A STUDENT’S VIEWPOINT 
Montreal, Feb. 5, 1952 


Sic: Your January issue contained a very 
thought-provoking letter by Mr. W. L. Gor- 
don, F.C.A. As a registered student, it is 
good to know that there are older chartered 
accountants who are concerned about the 
manner in which students are being treated 
by their employers and by the universities 
offering the required courses. 


May I elaborate on Mr. Gordon's reasons 
for the inability of our profession to attract 
more registered students? 


1. The profession generally and its mem- 
bers specifically should become more public- 
relations-minded in “selling” our profession 
and its services to the public and to prospec- 
tive students. The profession has been on 
too high a pedestal and should come down to 
earth. The public is ignorant of the sérvices 
offered and the duties and responsibilities of 
a chartered accountant. It is too inclined to 
look on chartered accountants as “jugglers” 
of figures and as experts on the “art” of tax 
evasion (which is quite different from tax 
minimization). 

2. The Canadian Chartered Accountant 
could do the profession a great service in the 
field of public relations. I feel that it has 
missed the proverbial boat in this respect. 
The magazine contains interesting articles. 
However, too few articles are written on prob- 
lems which confront the average (if there is 
such) C.A., i.e. on matters affecting the C.A. 
whose practice is made up primarily of what 
may be called “small-business”. 


3. The editorials are too stuffy and lack 
human interest. The same applies to the so- 
called Students’ Department. The only thing 
“student” about it is the section on problems 
and their solutions. Let us have more articles 
on examination technique. Let us have articles 
analyzing examination results, advising stu- 


dents as to the reasons for failures as well as 
for passes. Members of the Board of Exam- 
iners should write on these matters. Let us 
hear from these individuals who have the 
“power of life or death” over all examinees. 

4. Why so many failures? Is it all the 
student’s fault? Hardly; “if the student hasn't 
learnt, the teacher hasn’t taught”’— goes the 
old saying. I agree emphatically with Mr. 
Gordon that some fault must lie in the Com- 
merce and Accounting courses of the universi- 
ties and in the form of instruction provided 
to students. In regard to the lecturers, most 
of them are probably good accountants but 
unfortunately poor teachers. They have the 
knowledge but lack the know-how of impart- 
ing that knowledge in a beneficial manner to 
students. Surely the great number of annual 
failures must be partly due to poor instruc- 
tion. 

It is unfair to students to have to put up 
with mediocre teaching; it is unfair to the 
C.A. profession, as the great number of fail- 
ures in examinations is far from being an 
attraction for new students. I do not mean 
to suggest a lowering of standards. On the 
contrary, they are most necessary if the pro- 
fession is to mature and grow in stature. 
However if standards are to be on a high 
level, so must be the instruction offered. 


5. Another point involves the matter of 
indentureship. I feel that a good number of 
employers seem to forget that they have stu- 
dents working for them. This is especially 
true during the busy period from January to 
May every year. Students are sent on out-of 
town assignments and work extra-long hours 
at that time. In addition, many offices require 
over-time during this mad-rush. But what 
about the student? He still has at least two 
lectures a week to attend; he has homework 
problems to do; he has his texts to read. 
After all, unless he passes his courses, he 
won't have to worry about writing any final 
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Obituaries 


examinations. On top of this, what about 
some relaxation? All work and no play 
makes students dull and gray. 

From past experience, I know how little 
supervision some students receive during their 
indentureship. I know how ill-prepared they 
are to become qualified chartered accountants. 
C. A. offices should have some co-ordinated 
program to help prepare their staffs for ex- 
aminations. It is all very well for students 
to take various courses but unless they receive 
supervision and guidance in technique, they 
have two strikes against them. Members of 
the profession have been negligent in this as- 
pect. It is not a matter of “spoon-feeding” 
students but a question of letting them benefit 
from the past experience of others. 

6. It is true that salary scales are low. 
However, if registered students were to re- 
ceive better supervision and training on the 


Obituaries 


Randal A. MacDonald 


The Institute of Chartered Accountants of 
Nova Scotia announces with deep regret the 
death of Randal A. MacDonald after a long 
illness. Born in Yarmouth, N.S., he moved 
to Halifax 40 years ago. He had been a 
member of the Nova Scotia Institute since 
1913 and for many years was accountant for 
Superline Oils Limited. 

To his widow and family the members of 
the Institute extend sincerest sympathy in 
their bereavement. 


Jacques LaRue 
The Institute of Chartered Accountants of 
Quebec announces with deep regret the death 
of Jacques LaRue in his 45th year. Born in 
Quebec, he attended the Lower Seminary in 
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job, better instruction from the universities, 
and recognition by employers that they are 
students and human beings, the problem of 
low salaries would not be such a burning 
matter. It would do little good if the Insti- 
tutes were to set up a schedule of minimum 
salaries because some employers would read 
“minimum” as “maximum”. There is no doubt 
that the matter of salaries should be reviewed. 


Much of what I have said may be distaste- 
ful to certain employers and instructors; but it 
is the feeling of the many, many students I 
have spoken to. We are all concerned about 
these problems. We all look forward to an 
enjoyable and fruitful career as chartered 
accountants (otherwise we wouldn’t be here) 
—though, if the rate of failures continues up- 
ward, many of us may be old and broken 
men by then. 

P. F. MARKET, M.CoM. 


that city and later St. Mary’s College in Mon- 
treal. After obtaining his B.A. from the Uni- 
versity of Montreal, he became a licentiate of 
the School of Higher Commercial Studies and 
in 1930 was admitted to the Quebec Institute. 
He served a term as president of the Quebec 
Institute. 

At first he was connected with the firm of 
LaRue and Trudel, founded by his father, but 
latterly he opened his own firm under the 
name of LaRue, Angers and Gourdeau. 

While in Montreal, Mr. LaRue was an 
active member of the Junior Chamber of 
Commerce, being its president for two con- 
secutive years. 

To his widow and family the members of 
the Institute extend deepest sympathy in their 
bereavement. 











Professional Notes 





ALBERTA 
Edmonton Chartered Accountants Club 


Mr. J. Wallace Beaton was guest speaker at 
the January meeting of the Edmonton Charter- 
ed Accountants Club. He was introduced by 
Mr. G. A. Treacy and thanked by Mr. Robert 
Nash. The meeting, at which about 60 were 
present, was presided over by the president, 
Mr. R. D. Purvis. 


BRITISH COLUMBIA 


Mr. A. Harry Affleck, C.A. announces the 
admission to partnership of Mr. Harold H. 
Wolf, C.A. Henceforth practice of the pro- 
fession will be carried on under the firm name 
of Affleck & Wolf, Chartered Accountants, 
with offices in the Zeller Bldg., 604 Columbia 
St., New Westminster. 

. 7 . 

Messrs. P. A. Gibbs, C.A. and R. L. V. 
Jermain, C.A. announce the formation of a 
partnership for the practice of their profession 
under the firm name of Gibbs & Jermain, 
Chartered Accountants, 1-3 Bank of Nova 
Scotia Bldg., Victoria. 


ONTARIO 


Mr. Edwin A. Barrett, C.A. announces the 
opening of an office for the practice of the 
profession at 46 Lakeshore Rd. E., Port 
Credit. 

© * s 

Mr. J. C. Saddington, C.A. announces the 
admission to partnership of Mr. W. T. Mead, 
C.A. Henceforth practice of the profession 
will be conducted under the firm name of J. 
C. Saddington & Co., Chartered Accountants, 
with offices at 18 Toronto St., Toronto, and 
14 Lakeshore Rd. E., Port Credit. 


Mr. Harold E. Crate, F.C.A. has been 





elected president of the Public Accountants 
Council of the Province of Ontario. 


Ontario Institute 


The Institute of Chartered Accountants of 
Ontario held a convocation and tea for new 
members at the Royal York Hotel, Toronto, 
on February 8, 1952. One hundred and 
eighty-one candidates passed the final examin- 
ations in October, and the majority were at 
the convocation to receive their certificates 
from the president. Mr. H. P. Herington, 
treasurer of The Canadian Institute of Chart- 
ered Accountants gave an address to the 600 
people present. 

Mr. E. J. McCormack, C.A. announces the 
opening of an office for the practice of his 
profession at 237 Yonge St., Toronto. 


QUEBEC 


Mr. Israel J. Sheinman, C.A. announces the 
admission to partnership of Mr. Joseph S. 
Gold, C.A. The partnership will practise un- 
der the firm name of Sheinman & Gold, 
Chartered Accountants, with offices at 432 
Ontario St. W., Montreal. 


Quebec Students Society 


The Chartered Accountants Students’ Society 
of Quebec held a series of three addresses on 
the modern application of cost procedures to 
industry in January 1952. On January 17 
Mr. P. H. Irwin, C.A. spoke on “Practical 
Cost Techniques for Small Businesses”. Mr. 
J. A. Fayet, C.A. addressed the meeting on 
January 24 on the subject of “Standard Costs”’. 
The last meeting, on January 31, had Mr. A. 
N. Steiner, C.A. as guest speaker. His sub- 
ject was “Budget Planning and Control”. The 
meetings were all held at the Ritz Carlton 
Hotel, and were all followed by discussion 


periods. 
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News of Our Members 


News of Our Members 


Mr. Roy Curtis, C.A. (Ont.), has been 
appointed treasurer of O’Keefe’s Brewing 
Company, Toronto. 

7 . . 

The new comptroller of Canadian Kodak 
Company, Toronto, is Mr. R. L. B. Joynt, 
C.A. (Ont.) 

7. * * 

Mr. John A. D. Craig, O.B.E., C.A. (Ont.), 
has been appointed vice-president of Canadian 
Flight Equipment Limited, Cobourg. 

. s = 

Mr. J. Donald McCormack, F.C.A. (Ont.), 
is the president of the ninth annual Kiwanis 
Music Festival, sponsored by the Kiwanis 
Clubs of Greater Toronto. 

” . s 

Mr. George Hayman, C.A. (NS.), ad- 

dressed students in the high schools of Nova 





Scotia over radio station CJCH on ‘The Career 
of a Chartered Accountant”. 

Mr. J. M. Wynn, C.A. (Que.), has been 
appointed vice-president and treasurer of 
Merck & Company, Montreal. 

* * om 

Mr. W. A. Arbuckle, C.A. (Que.), has 
been elected to the Canadian Board of Direc- 
tors of the Standard Life Assurance Company. 

= aa ” 

Mr. Jean M. Mireault, C.A. (Que.), has 
been appointed auditor of the Montreal Stock 
Exchange and the Montreal Curb Market. 

* . a. 

Mr. R. Gordon McCartney, C.A. (Sask.), 
was installed as president of the Moose Jaw 
Chamber of Commerce at the 63rd annual 
meeting on January 24. 


STUDENT “FIRM” HANDLES ACCOUNTS 


Under professional guidance, students in Commerce at Dalhousie University have formed 
their own “firm” to do accounting and auditing of the Dalhousie Memorial Rink canteen. The 
firm is a partnership of three students, Bruce Irwin, John Parker, and R. C. Fraser, elected by 
their fellows, all being students who intend to enter chartered accountancy after graduation. 

The partners operate the “firm” and hire other students, at nominal rates, as their 
employees. The canteen accounts are kept in regular account books and ledgers and the 
student accountants follow regular accounting practice in having the work done by senior 


employees assisted by juniors. 


The plan is to have the partnership include one third-year Commerce student with two 
fourth-year men to ensure continuity from year to year. 

Those engaged in the work of the “firm” learn accounting methods by handling actual 
accounts, as well as learning by experience how to handle problems of management, personnel, 
and unforeseen eventualities which would not occur in purely theoretical exercises. 

— From The Halifax Mail Star, February 1, 1952. 











The Students’ Department 


J. E. Smyth, C.A., Editor 





NOTES AND COMMENTS 


_Aagpsensetrbsemsil accounting texts have 

of necessity to work in a kind of 
vacuum. One reads them in a library, 
or maybe even on the dining room table 
(as good a place as any), and like as not 
he has no opportunity to relate the 
methods explained in the texts with 
modern office practice as he proceeds. 
This being so, the texts have to develop 
the subject slowly, along the now-you- 
enter-it-here, now-you-enter-it-there lines. 
Modern bookkeeping machines on the 
other hand eclipse several bookkeeping 
operations at once with the help of car- 
bon copies and the sophisticated young 
ladies who operate them. To develop ac- 
counting instruction from a cold start in 
terms of bookkeeping machines would, 
we suspect, be to confront the poor be- 
ginner with an abstraction too much for 
him. At least we have never seen it 
tried. 

One of the most disconcerting experi- 
ences for the student is to emerge from 
the cocoon to the butterfly stage and 
find that the reality of bookkeeping prac- 
tice does not remind him much of his 
textbook illustrations. But if both the 
student and the textbook are good, the 
student will insist on reconciling the 
practice he encounters with his earlier 
instruction. In doing so he will ac- 
quire a grasp of the bookkeeping systems 


he finds in practice that he could not 
possibly have had otherwise. 


With this apology for texts, we quote 
the following as an illustration of the 
sort of thing that might well shake the 
nerve of a student fresh from his text- 
book: 


A word should be said about the use 
of the cash voucher system. The com- 
plete textbook version of voucher con- 
trol is seldom encountered in practice, 
but some modification is often in use. 
A complete voucher control, of course, 
would require that liabilities be voucher- 
ed as soon as definite liability exists. 
Vouchers would be registered, and the 
credit would be made to “vouchers pay- 
able”, “accounts payable”, or some such 
account. Cheques bearing numbers of a 
separate series would be issued in pay- 
ment of vouchers, and the “vouchers pay- 
able” account would be debited. In 
practice, the voucher and cheque are 
duplicates, are issued simultaneously, and 
do not often clear through ‘vouchers 
payable”. Invoices unpaid at the end of 
the period are usually recorded, if at all, 
by journal entry. Many concerns do not 
record open liabilities of this sort until 
the end of the account period.? 


1G. E. Killian, “Auditing Techniques for 


Determining Elusive Payables and Con- 
tingent Liabilities, The Journal of Ac- 
countancy, January 1952, p. 63. 
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SOLUTION TO THE MARCH PUZZLE 


Bearing in mind that no gentleman may dance more than once with any lady, the 
following arrangement is the only possible one: 


Dance 
20. Mr. Black Mr. White Mr. Pink Mr. Green 
I Carol White Violet Black Primrose Pink Ruby Green 
ll Violet Black Primrose Pink Ruby Green Carol White 
Ill Ruby Green Carol White Violet Black Primrose Pink 
IV Primrose Pink Ruby Green Carol White Violet Black 
PUZZLE FOR APRIL 
DONALD Each different letter represents a figure 
added to GERALD from 0 to 9. The only clue given is that 
—— T = zef0. 
equals ROBERT (Contributed by Mr. G. H. Smith, CA, 


Hamilton, Ontario) 


Some Views on the Accounting Measurement of Income 


“As one writer put it . . . what is set out as a year’s net income is a fact in only the 
sense that it is a figure — a figure which the accountant ends with after applying the pro- 
cedures he has adopted. Or, as still another critic wrote: the significance of net income is 
the algebraic sum of the separate significances of each of the multifarious methods employed 
in a particular case.” 

(From “Some Current Problems in the Teaching of Accounting” by Harry D. Kerrigan, 
The Accounting Review, January, 1952) 


PROBLEMS AND SOLUTIONS 
Solutions presented in this section are prepared by qualified accountants and reflect 
the personal views and opinions of the various contributors. They are not to be regarded 
necessarily as models for submission to the examiner. The hope is rather that they will pro- 
vide a basis for discussion and explanation of the problems such as will make their study 
of benefit to the student. The editor will welcome discussion of the solutions published. 


PROBLEM 1 


Intermediate Examination, October 1951 
Accounting I, Question 1 (10 marks) 


In the establishment of the annual provision for depreciation, what considerations should 
be taken into account? 


A SOLUTION 


(1) Conditions under which the property is to be used, including the standard of 
operation and the standard of maintenance. 

(2) Estimated probable useful service life. 

(3) Normal obsolescence and other special factors which are external to the physical 
condition and ordinary standards of operation and which cannot be taken care of 
by insurance. 

(4) Estimated net salvage value. 

(5) Cessation of demand for the product. 

(6) Income Tax Act and Regulations. 





164 The Canadian Chartered Accountant, April, 1952 


PROBLEM 2 
Intermediate Examination, October 1951 


Accounting I, Question 2 (10 marks) 


The A Co. Ltd. was incorporated under The Companies Act, 1934 (Canada) on 31 
Mar 1949 with an authorized capital stock of: 


(i) 200,000 shares preferred stock; par value $100 per share. 

(ii) 100,000 shares common stock; no par value. 

The following transactions took place during the year ended 31 Mar 1950: 

(i) 6 shares of common stock were issued to the incorporating directors at $20 
each for cash. 

(ii) 100,000 shares of preferred stock were issued at 102 on which calls of $70 
per share were made and received in cash prior to 31 Mar 1950. 

(iii) 50,000 shares of common stock were issued for land and buildings taken over 
at a figure of $1,500,000. An appraisal was made of the land and buildings 
subsequent to acquisition and they were valued at $1,750,000, which was 
recorded in the books of the company. 

(iv) 20,000 shares of common stock were issued for cash at $35 per share. 15% 
of the cash received was credited to distributable surplus as per resolution of 
the directors. 

The following transactions re capital stock took place during the year ended 31 

Mar 1951: 

(i) An additional call on preferred shares of $20 per share was made and all 
payments received except for $500. 

(ii) 1,000 shares of common stock were issued for patents and copyrights taken 
over from one of the directors, valued at $25,000. 


Required: 
Prepare the shareholders’ equity settion of the balance sheet of the A Co. Ltd. as at 


31 Mar 1951, assuming that the accumulated earnings retained in the business to that date 
were $10,000. 





A SOLUTION 
A CO. LTD. 


BALANCE SHEET 
as at 31 March 1951 


Capital and Surplus 
Capital stock 
Authorized — 200,000 shares preferred 


par value $100 each ............ $20,000,000 
Issued — 100,000 shares preferred 0. 0!” $10,000,000 
Less uncalled subscriptions ............... simhs 1,200,000 
8,800,000 
Sra INUIDURN RG on 5A ae a achiti 500 
8,799,500 


Premium on issue of capital stock ................. 200,000 $ 8,999,500 








SS ss 
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Authorized — 100,000 shares common 
no par value 
Issued—70,006 shares common . 
1,000 shares common issued during 
year ended 31 Mar 1951 for 
patents and copyrights 


Surplus 


Earnings retained within the business . 

Distributable surplus .......... 

Increase in asset valuation as a sosukt 
of appraisal ... 


PROBLEM 3 


2,095,120 


25,000 


$ 10,000 
105,000 


250,000 


Intermediate Examination, October 1951 
Accounting 1, Question 3 (10 marks) 
On 1 Jan 1948 B Co. Ltd. issued at a discount of 5%, $1,000,000 ten-year 414% bonds 


in denominations of $100, interest thereon payable semi-annually. 





2,120,120 


365,000 


$11,484,620 


The trust deed provided for the payment of $50,000 ‘cash to the trustee of the bond- 


holders on 1 Jan 1949 and each succeeding year. The trustee was to apply this cash in the 
acquisition for cancellation of bonds of the issue, either by purchase on the market or by 
redemption at the stipulated price, which was 102 on redemption prior to 1 Jan 1954. 


The market price of the bonds was $96 and $103 on 1 Jan 1949 and 1950 respectively. 


Required: 


Journal entries on the books of the company to record— 
(i) issue of debentures, 


(ii) acquisition and cancellation of bonds by trustee on 1 Jan 1949 and 1950, and 


(iii) payment of annual interest for years 1948, 1949, and 1950. 
A SOLUTION 

(i) 

1 Jan 1948 Cash $950,000 
Discount on debentures . , 50,000 

414% debentures payable ....................... 

To record the issue of $1,000,000 - 414% - 10 
year debentures @ $95 dated 1 Jan 1948, interest 
payable 1 Jul and 1 Jan 

(ii) 

1 Jan 1949 Debentures payable .. Ter ere ek 52,000 
Loss on redemption of bonds ... ....... ..... Creole 260 


Cash trustee ........ aes 
Discount on debentures pee ea 
To record redemption of $52,000 dchenmene at 
$96 on 1 Jan 1949 and write-off of unamortized 
discount on debentures of $2,340 


$1,000,000 


49,920 
2,340 
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1 Jan 1950 Debentures payable .. — 49,000 
Loss on redemption of bonds 2,940 

Re is pian 49,980 

Discount on debentures ........ 1,960 


To record redemption of $49,000 debentures at 
102 on 1 Jan 1950 and write-off of unamortized 
discount on debentures of $1,960 


(iii) 
1 Jul 1948 Interest on debentures 22,500 
RMN o2cxscsaceeerz oe pie See. harsh 22,500 
To record payment of semi-annual interest on 
$1,000,000 bonds at 414% per annum 


1 Jan 1949 Interest on debentures $ 22,500 
RAMA. wocrceeicrtenues om $ 22,500 
To record payment of semi-annual interest on 
$1,000,000 bonds at 414% per annum 


1 Jul 1949 Interest on debentures e 21,330 
Giete :::... : 21,330 
To record payment of semi-annual interest on 
$948,000 bonds at 414% per annum 


1 Jan 1950 Interest on debentures . 21,330 
CO eee 6 21,330 
To record payment of semi-annual interest on 
$948,000 bonds at 414% per annum 


1 Jul 1950 Interest on debentures 20,227.50 
Gash .... 20,227.50 
To record payment of semi-annual interest on 
$899,000 bonds at 414% per annum 


PROBLEM 4 
Intermediate Examination, October 1951 
Accounting I, Question 4 (10 marks) 


On 1 Jan 1950, the C Co. Ltd. purchased an adjoining piece of real estate, including 
an old abandoned factory building, for $70,500. Legal fees in connection with the transfer 
amounted to $1,500. The old building was torn down at a cost of $4,000 and the scrap 
therefrom was sold for $7,000. 

Construction of the new factory building started on 1 May 1950. A contracting company 
erected the building for $130,000. For the completion of the interior of the building, such 
as plastering, painting, sanding floors, etc., the company made use of its own staff, at a cost 
of $30,000 including labour, material, and supervision. 

To finance this construction the company borrowed $150,000 on 1 Feb 1950 at 314% 
per annum. 

Real estate taxes for 1950 of $3,250 were paid by the C Co. Ltd. on 1 Aug 1950. The 
C Co. Ltd. insured the building on 1 Oct 1950 for $150,000, at a cost of $3,600 for three 
years. 


Se neem ee 





EE an IRR ree 


re 
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The building was completed and put into operation on 1 Nov 1950. 
Required: 

Submit your calculations of the balances in the land account and building account as at 
the fiscal year end of the C Co. Ltd., 31 Dec 1950. 





A SOLUTION 
Land 
Purchase price of land .....................0.. Eater: .... $70,500.00 
BE OER acer Xisiscceesics ieee Soest oa nlvata tae renee 1,500.00 
Net profit on old buildings 
Cost to tear down . $4,000.00 
Sale of scrap .... . 7,000.00 (3,000.00) 
Real estate taxes 
(3.2350 x 10). =. od ; ¥ 2,708.33 $71,708.33 
12 
Buildings 
Contractor é ee $130,000.00 
Labour, etc. ....... ha ae 30,000.00 
Interest during construction case 3,937.50 
(7 x 150,000 x 9) 
200 12 
Insurance premium : 100.00 
( 1 x 3,600) 
aoe —————_ $164,037.50 
36 =—_——— 
PROBLEM 5 


Final Examination, October 1951 
Auditing I, Question 1 (15 marks) 


CA, the auditor of the X Co. Ltd., undertakes the following procedures in the course of 
his annual audit: 
(i) Examination of — 
(a) T2 Income Tax Return for previous year, 
(b) assessment notices received during the current year in respect of prior years’ 
taxes, and 
(c) receipt for all income tax payments made during the current year. 
(ii) Examination of all insurance policies in force at year end date and the receipts 
for premiums paid during the current year. 
(iii) Cross checking of sales invoices and delivery records for a few days prior to and 
after fiscal year end date. 
(iv) Examination of the contract re construction of a new building not yet completed. 
(v) Examination of the minutes of the shareholders’ and directors’ meetings. 


Required: 


Why does the auditor carry out each of the above procedures and what information does 
he expect to secure? 
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A SOLUTION 


(i) The auditor examines the T2 Income Tax Return as part of his verification of the tax 
liability and income tax expense. The information he expects to secure is that the company 
has filed its tax return, and has paid it, and that these facts are in agreement with the 
entries in the company’s records. 

The auditor examines the assessment notices to ascertain that provision is made for 
items that have been disallowed by the tax department in respect of prior years’ taxes. 

An examination of the receipts will establish that the company is making instalment 
payments on current taxes and that it has paid any assessments that have been received. 
(ii) The auditor examines the insurance policies to see whether the insurance coverage appears 
adequate. He examines the policies and premium receipts to ascertain that the items insur- 
ance expense and prepaid insurance are correct and to determine that there are no policies 

on which premiums have not been paid. 

(iii) The cross-checking of sales invoices and delivery records at the year end will ensure 
that inventory cut-off with regard to sales is correct and that sales revenue for the year 
does not include the selling price of goods delivered after the year end. 

(iv) An examination of the terms of the contract will verify the figure at which construction 
in progress has been recorded. It will also establish the nature and extent of the liability 
not recorded on the books because of escalator clauses, holdbacks, cost plus terms, and the 
terms of payment. 

(v) The auditor will examine the minutes to establish that the shareholders or directors 
have approved the major transactions reflected in the accounts which require their approval, 
and to determine if they have approved any transactions that have not been reflected in 
the records. The auditor will check to see that the meetings were properly constituted, to 
identify the signing authorities, to verify his own appointment as auditor, and to find 
approval for the appointment of officers and directors. 





